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ME.  HcDONALD:  Mr.  Chairman,  I  just  do  not 

recollect,  Sir,  whether  Mr.  Blanchard  had  this  statement 
marked  as  an  exhibit  yesterday? 

THE  CHAIRMAN:  Which  one? 

Mb.  McDONALD:  The  statement  of  account  of  the 

Royalite  Oil  Company,  December  51st,  1921,  to  December 
21st,  1944,  as  between  the  G-as  Company  and  the  Royalite 
Oil  Company? 

THE  CHAIRMAN:  No. 

MR.  MCDONALD;  And  the  statement  of  MCE  sales 

and  aver  ge  rates  from  1921  and  1922  to  1944. 

THE  CHAIRMAN :  He  was  going  to  have  copies  of 

them  made . 

MR.  McDONALD:  The  copies  are  made  now,  and  Mr. 

Zinder  was  going  to  refer  to  them. 

THE  CHAIRMAN;  That  will  be  Exhibit  138. 


STATEMENT  OF  ACCOUNT  BETWEEN 
CANADIAN  WESTERN  AND  ROYALITE 
OIL  COMPANY  LIMITED,  1921  to  1944, 
and  MCF  SALES  AND  AVERAGE  RATE 
STATEMENT  19  21  to  1944,  MARKED 
AS.  EXHIBIT  138. 


HANINA  ZINDER,  recalled,  already 
sworn,  examined  by  Mr.  McDonald,  testified  as  follows:* 

Q,  Mr  .Zinder,  you  had  an  opportunity  to  look  at  this  state¬ 
ment  of  MCF  Sales  and  average  rate,  1921  to  1944,  yestereay? 
A  I  did. 

Q,  What  have  you  got  to  say  with  regard  to  that  statement? 

A  I  was  very  much  interested  in  this  statement  for  the 


o 


0 


Dir.Exa  *  by  Mr.  McDonald* 
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information  that  it  might  reveal  with  regard  to  what  happens 
with  changes  in  rates.  In  my  submission  I  indicated  that 
it  was  not  so  much  a  question  of  the  fact  that  use  might  go 
down  with  an  increase  in  rate,  but  the  question  of  degree 
to  which  it  might  go  down  with  an  increase  in  rate.  Like¬ 
wise,  the  reverse  situation  is  true.  That  is,  what  would 
happen  with  a  reduction  in  rates?  It  is  the  degree  to  which 
those  reactions  occur  that  determines  what  the  revenue 
might  be.  Between  1921  and  1922,  or  at  the  end  of  1921, 
the  G  ana  dianWc  stern  put  into  effect  a  very  subs  tent  ial 
rate  increase.  I  analyzed  the  result  between  1921  and  1922, 
and  find  these  figures:  The  MCF  did  go  down  9| f/o  wiL  th 

26-8/l0ths  per  cent  increase  in  average  rate.  The  revenue 
went  up  15fo*  Therefore,  in  spite  of  the  26-8/lOths  per 
cent  increase  in  rate,  the  revenue  still  went  up  15$. 

Now,  that  is  for  the  domestic  class  of  consumers. 

I  think,  Mr  . C ha i rman ,  if  we  go 
further,  the  characteristics  that  you  mentioned  yesterday 
of  use  coming  back  again  can  be  noted  here.  If  you  compare- 
1921  and  192b,  which  was  a  four-year  period  in  this  case, 
the  average  rate  in  that  period  or  average  revenue  per  MCF 
for  domestic  use  went  up  from  35.02  cents  to  36.11  cents. 

That  represents  an  increase  of  31-6/lOths  per  cent.  The 
use  actually  reversed  itself  and  increased  and  by  1925 
the  MCF  sold  to  domestic  customers  increased  by  44 6]o,  and 
the  revenue  increased  by  90 °/o,  No w,  undoubtedly  there 
might  bo  many  factors  explaining  the  situation.  However, 

I  think  it  is  illustrative  of  the  point  I  have  tried  to 
make  that  there  arc  many  factors  which  influence  relation¬ 
ship  botwocn  price  and  use.  And,  whereas,  there  is  a 
tendency  for  use  to  vary  inversely  with  price,  very  frcquentl 
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in  my  experience,  that  tendency  because  of  influence  of 
other  factors  has  not  been  able  to,  you  might  say,  assert 
itself  or  show  itself.  I  think  that  is  the  only  comment 
I  would  like  to  make,  Mr.  McDonald,  upon  that. 

That  is  all,  Sir,  on  Competitive  Fuels,  unless  there  is 
further  cross-examination. 


CROSS-EXAMINATION  BY  MR.  STEER 

Q,  You  have  not  made  any  such  analysis  with  regard  to  any  recent 
ye  ar s  ,  Mr .  Z  in  de  r  ? 

A  No,  I  have  not. 

Q.  You  know  that  the  conditions  in  this  Province  were  that  in 
1921  Calgary  had  a  very  short  supply  of  gas? 

A  Yes . 

Q,  You  know  that  people  were  very  much  worried  about  vhere  the 
gas  v/as  going  to  come  from  to  supply  these  people? 

A  I  understand  that  was  the  case. 

Q,  And  that  being  so,  and  gas  being  in  short  supply,  you  wouldnTt 
say  that  the  same  conditions  that  you  found  by  an  analysis 
of  those  figures  would  be  revealed  if  you  analyzed  the 
present  day  figures  with  a  more  or  loss  saturated  market, 
would  you? 

A  No,  I  wouldn’t  say  that. 

Q,  Why  did  you  go  back  to  1921?  Why  didn't  you  make  an  analysis 
of  some  recent  years  wh.cn  wo  are  dealing  with  recent 
conditions? 

A  Mr.Stecr,  the  reason  I  did  not,  I  was  looking  for  any  facts 
or  figures  I  could  got  with  what  might  happen  with  the  rate 
increased.  There  was  not  any  ratG  increase  in  recent  years 
in  Calgary. 
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Q,  There  have  boon  rate  doorcases,  haven’t  there? 

A  Yes . 

Q,  And  you  did  not  study  those? 

A  No. 

Q,  And  you  did  not  study  what  the  facts  were  or  the  rate 
decreases  on  oor sumption? 

A  No,  I  have  not. 

Q,  You  went  back  to  1921  to  get  figures  to  support  your 
theory,  that  is  what  you  did? 

A  I  did  not  make  a  study  either,  hr  *  Steer,  with  respect  to 
rate  increases,  except  that  I  was  interested  in  those 
figures,  and  when  those  figures  were  available  and  introduced 
into  the  record  yesterday,  I  analyzed  them  and  felt  that  the 
analysis  was  of  interest. 

Q,  You  analyzed  them  without  taking  into  consideration  the 
special  conditions  of  those  years  that  you  have  told  me 
about,  is  that  right? 

A  Well,  Mr*  Steer,  I  have  stated  for  the  record  that  there  may 
be  conditions  which  explain  that  situation. 

Q,  You  knew  of  the  existence  of  those  conditions,  you  knew  of 
the  existence  of  those  conditions  in  1921? 

A  I  did. 

Q,  Ygs  .  Would  you  say  that  those  are  conditions  which  might 
explain  the  theory  that  you  arc  putting  forward  here? 

A  I  think  they  do. 

Q,  Ygs  .  All  right,  jffid  you  made  no  examination  of  any  figures 
since  1921  or  1922? 

A  No,  I  was  interested  in  seeing  what  would  happen  in  a  rate 
increase.  That  is  all. 

THE  CHAIRMAN:  Any  further  cross-examination? 

1 H .  Chambers? 


© 


.L  •  -■  •  ' 


j 


J 


(  ) 


I 


'  •  > 


H  -1-5 


H.Zin'der, 

Cross-Exam. by  Ur,  Chambers. 

' -  5205- 


CRO'J S -EXAMINATI ON  BY  HR.  CHAMBERS 

Q,  The  only  thing  I  have  is  I  would  like  to  know  whether  Mr. 
Zinder  got  the  information  in  response  to  my  request  with 
regard  to  the  coal  and  the  gas  in  Pittsburgh? 

A  I  did-,  Mr.  Chambers.  The  information  I  have  received  is 

that  for  domestic  purposes  the  prevailing  price  of  coal 
in  Pittsburgh  is  as  follows:  Mine  run,  $5.35  for  lump 

coal,  -  I  am  sorry,  -  for  Mine  run  coal,  $5.35;  for 
lump  coal,  $6.00  to  $6*50,  for  delivery  at  the  curb. 

The  B.T.U.  content  of  this  coal  is  approximately  14,000 
B.T.Us . 

Q,  Per  ton? 

A  Per  pound. 

Q,  Per  pound? 

A  YgS  • 

Q,  You  mean  there,  the  delivery  at  the  curb,  is  that  the  curb 
at  the  front  of  the  house? 

A  That  is  right . 


MR.  STEER: 

17 here  is  this? 

HR.  CHAMBERS : 

Pittsburgh. 

A  Pittsburgh,  Pennsylvania. 

Q,  And  then  you  made  a  check,  did  you,  of  the  American  Gas 
Association  rates? 

A  I  did.  I  found  there  are  two  companies  serving  gas  in 
Pittsburgh,  Pennsylvania. 

Q,  By  the  way,  that  is  natural  gas? 

A  That  is  natural  gas.  The  Equitable  Gas  Company  has  a  general 
service  rate  which  is  applicable  to  house  heating  and  I  would 
say  under  that  rate  house  heating  would  be  at  60  cents  per 
MCF.  The  rate  is  as  follows,  the  first  15,000  cubic  feet, 
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60  conts  net. 

a 

That  is  per  month  ? 

A 

*  » 

That  is  pGr  month. 

Yes? 

A 

The  next  85  thousand  cubic  feet,  45  cents  net.  All  over 

100,000  cubic  feet,  43  cents  net.  The  second  company . 

0, 

Yes? 

A 

• 

Is  the  Peoples’  Natural  Gas  Company.  And  their  rate  which 

would  be  applicable  to  house  heating  is  for  the  first 

700  cubic  feet,  $1.00,  the  next  300  cubic  feet  7  cents  par 

hundred,  the  next  4000  cubic  feet  65  cents  per  thousand,  the 

next  5000  cubic  feet  60  conts  per  thousand,  the  excess  over 

10,000  cubic  feet  at  45  conts  per  thousand.  Those  are  net 

figures . 

Q, 

Does  the  Gas  Association  books  show  the  B.T.U.  of  that  gas? 

A 

It  does  . 

Q, 

What  is  it? 

A 

For  the  Equitable  Gas  Company  the  B.T.U.  is  reported  as 

1115. 

Q, 

Y0s? 

A 

For  the  Peoples’  Natural  Gas  Company,  the  B.T.U.  is  1100.' 

Q. 

That  is  all,  thanks. 

4» 

(Go  to  Page  5207). 
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H.  Zinder, 

Cross -Exam,  by  Mr.  Harvie. 

Cross -Exam,  by  Mr.  Fenerty.  __ 

Cross-Exam,  by  Mr.  Chambers. 

CROSS-EXAMINATION  OF  THE  SAME  WITNESS  BY  MR.  HARVIS . 

Q  From  your  experience,  Mr.  Zinder,  what  would  you  say  would 
be  maybe  the  mean  for  the  rate  for  household  heating  of 
of  the  people’s  natural  gas  that  would  be  comparable  with 
your  60  cent  rate  for  your  Equitable  Company? 

A  For  the  Equitable  Gas  Company  I  would  say  60  cents  would 

be  representative  of  the  house  heating  rate  in  Pittsburgh. 
For  the  people’s  Natural  Gas  Company  probably  close  to 
60  cents,  somewhere  between  60  cents  and  65  cents  per 
MCF. 

THE  CHAIRMAN:  Any  further  cross-examination  on 

this  phase? 


CROSS-EXAMINATION  OF  THE  SAMS  WITNESS  BY  MR.  FENERTY. 

Q,  Can  you  tell  us,  Mr.  Zinder,  what  percentage  of  consumers 
burn  natural  gas?  And  what  percentage  burn  coal? 

A  The  saturation  of  Pittsburgh  is  approximately  15$. 

Q  15$? 

A  Yes. 

Q  Thank  you. 


CROSS-EXAMINATION  OF  THE  SAME  WITNESS  BY  MR.  CHAMBERS . 

Q,  Is  that  for  domestic  or  the  whole  market? 

A  For  domestic.  I  might  say  that  I  took  these  figures 

and  on  the  same  basis  as  used  in  my  submission  compared 
the  price  of  coal  with  the  price  of  gas.  I  took  the 
lowest  cost  ooal,  $5.35,  the  most  favorable  in  the 
sense  of  comparing  it  as  against  using  $6.00  or  $6,50 
coal  and  I  have  added  nothing  for  d  elivering  the  coal 
from  the  curb  to  the  bin.  At  $5.35,  55$  efficiency  for 
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coal  and  70$  efficiency  for  gas,  14,000  3.T.U.  coal  is 
equivalent  to  26.8  cents  per  MCF  as  against  the  60  cent 
rat  e. 

0,  MR ,  HARYI H :  Twen  ty  -  si  x  po  int  ? 

A  26.8  cents. 


CROSS- EXAMINATION  BY  MR.  »ST  HR . 

Q  You  are  giving  these  figures  for  the  State  of  Pennsylvania 

A  For  the  City  of  Pittsburgh,  Pennsylvania. 

Q  What  is  the  average  consumption  per  customer  in  the  City 
of  Pittsburgh? 

A  I  do  not  know,  sir. 

Q,  What  is  the  average  consumption  per  customer  in  the  City 
of  Calgary? 

A  I  do  not  know , 

Q,  Should  you  not  know  in  order  to  make  a  valid  comparison? 
THE  CHAIRMAN:  Mr.  Steer,  perhaps  you  will  remember 

that  Mr.  Chambers  handed  Mr.  Zinder  a  book  and  asked  him 
to  extract  information  from  it.  I  think  he  is  only  giving 
the  information  that  can  be  found  in  that  book  at  the 
request  of  counsel  on  cross-examination. 

MR.  STEER:  Exactly  so,  sir,  but  I  still  think  we 

should  have  an  answer  to  my  last  question,  as  to  whether 
a  valid  comparison  would  require  the  consumption  in  the 
City  of  Pittsburgh  and  the  City  of  Calgary. 

A  I  have  not  compared  the  City  of  Pittsburgh  with  the  City 
of  calgary,  Mr.  Steer.  I  have  taken  coal  prices  in  Pitts¬ 
burgh  and  compared  the  rate  in  Pittsburgh. 

Q  That  is  so.  we  will  suppose  for  the  moment  that  in  the 
City  of  Pittsburgh  gas  is  used  for  cooking  and  hot  water 
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heating. 

A  All  ri  ght . 

Q  We  will  suppose  in  the  City  of  Calgary,  as  you  know,  that 

it  is  used  for  all  domestic  purposes  including  house  heating. 
Does  that  make  any  difference? 

A  Difference  in  what? 

Q  In  your  comparison. 

A  Not  the  comparison  I  have  just  made. 

Q  It  does  not  make  any  difference.  I  see.  So  that  what  you 

are  suggesting,  or  I  d  o  not  know  whether  you  are  suggesting 
it  or  whether  counsel  is  suggesting  it,  is  that  because  you 
find  the  price  of  60  to  65  cents  in  Pittsburgh  that  that  is 
a  justification  for  a  high  price  of  gas  in  the  City  of 
Calgary. 

A  I  never  suggested  that,  Mr.  Steer. 

Q.  And  you  are  not  suggesting  that? 

A  No. 

THE  CHAIRMAN:  Anything,  further?  Have  you  anything 

Mr.  Blanchard? 

MR.  BLANCHARD:  I  am  sorry,  sir,  I  did  not  hear  you 

say  9.15  and  I  have  not  heard  the  evidence. 

MR.  MCDONALD:  I  intend  to  request  permission,  Mr. 

Chairman,  to  file  in  this  Hearing  copies  of  the  public 
Utility  Commission  Orders  in  respect  to  the  Gas  Company 
rates  starting  with  the  Order  of  the  30th  of  November, 

1921  and  the  Order  made,  I  think,  in  1926.  I  have  not 
a  copy  of  that  with  me, 

THE  CHAIRMAN:  What  is  the  first  one? 

MR.  MCDONALD:  The  30th  day  of  November,  1921. 

THE  CHAIRMAN:  And  the  other  one? 
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MR.  MCDONALD:  The  other  one  I  have  with  me  is  the 

20th  day  of  July,  1931,  I  intend,  as  soon  as  I  get  copies, 
to  file  the  third  Order  that  was  in  1926. 

MR.  CHAMBERS:  What  is  the  date  of  the  1926  one? 

MR.  MCDONALD:  I  do  not  know  the  date  of  the  1926 


one . 

MR.  CHAMBERS:  Will  they  all  be  filed  as  one  exhibit? 

THE  CHAIRMAN:  Yes. 


THREE  ORDERS  OR  THE  PUBLIC 
UTILITY  COMMISSION  NOW  MARKED 
AS  EXHIBIT  13  9. 

MR.  HARVIE:  Are  the  Orders  covering  rates? 

MR.  MCDONALD:  Yes,  the  rate  base  fixing.  I  have 

some  copies  to  distribute.  I  note,  Mr.  Chairman,  I  have 
not  the  reasons  for  judgment  in  my  Order  of  1921.  I  think 
that  should  be  added  to  it  and  I  will  get  that  certified 


too . 


THE  CHAIRMAN :  All  right. 


Q 


DIRECT  ELIMINATION  OR  THU  SAME  WITNESS  BY  MR.  MCDONALD . 

Mr.  Chairman,  when  Mr.  Zinder  was  giving  evidence  in 
November,  he  was  asked  certain  questions  on  cross-examination 
relative  to  the  Absorption  Plant  and  the  market  and  distri¬ 
bution  of  costs  and  repressuring  phases  generally.  Mr, 

Zinder  has  prepared  a  statement  based  on  the  1945  actual 
production  figures  and  1945  estimated  costs,  as  contained 
in  the  exhibits  filed  by  the  two  utility  companies,  illus¬ 
trating  the  principle  which  he  is  advocating  should  be 
or  which  lie  suggested  should  bo  followed  in  allocating 
these  costs.  I  think  Mr,  Zinder  will  deal  with  re- 
pressuring  first  and  then  deal  with  the  Absorption  plant 
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suggestion  and  then  submit  to  cross-examination.  Then 
will  you  go  ahead  with  your  statement? 

A  With  regard  to  the  Costs  of  Repressuring,  the  statement 
is  as  follows : 

Three  Submissions  have  been  filed  with 
the  Board  dealing  with  apportionment  of  the  cost  of  re¬ 
pressuring  stored  gas,  namely,  the  Royalite  Submission, 

Exhibit  jf 99,  the  Producers’  Committee  Submission,  Exhibit  $89, 
and  W.  H.  Hamilton  Submission,  Exhibit  $124. 

The  Royalite  Submission  as  contained 
in  Exhibit  $ 99,  is  made  by  the  producer  controlling  and 
marketing  the  greatest  quantity  of  gas  available  for  sale, 
both  produced  from  the  crude  oil  wells  and  Gas  Cap  area. 

The  proposal  briefly  is  that  the  Royalite  Company  will 
purchase  gas  produced  in  excess  of  market  requirements 
which  cannot  be  taken  care  of  by  conservation  of  Gas  cap 
gas,  and  requires  to  be  stored. 

The  Royalite  proposal  is  predicated 
on  the  assumption  that  the  consumer  shall  agree  to  pay 
the  present  cost  of  gathering  and  compressing  the  re¬ 
pressured  gas  as  a  part  of  the  current  price  of  gas  marketed. 
The  producer,  in  agreeing  to  accept  the  discounted  price 
of  the  current  value  of  his  gas  in  relation  to  the  estimated 
term  of  storage,  in  effect  bears  the  cost  of  financing  the 
storage  of  the  gas  in  the  area,  and  makes  possible  the 
implementing  of  the  undertaking  of  the  Royalite  Company 
to  dispose  of  the  gas  stored  when  reproduced  at  the  same 
price  as  then  being  raid  by  the  consumer  purchasing  gas 
currently  being  produced  at  the  time  the  gas  is  repressured. 


The  proposal  with  respect  to  the 
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British  American  area  is  in  effect  the  same  in  principle 
as  that  submitted  by  the  Royalite  Company,  with  the  exception 
that  the  producers  will  not  receive  the  current  price  of 
the  gas  stored  on  a  discounted  basis,  and  will  make  available 
upon  terms  to  be  fixed  by  the  Natural  Gas  Utilities  Board 
the  storage  area  and  the  input  wells. 

The  costs  involved  in  repressuring,  in 
view  of  the  plans  proposed,  are  a  portion  of  the  gathering 
system  costs  and  some  direct  costs  incurred  for  repressuring 
only.  The  amount  of  capital  investment  and  operating  ex¬ 
penses  made  specifically  for  repressuring  are  comparatively 
small.  At  the  time  of  the  peak  demand  on  the 

gas  system  all  equipment  is  being  utilized  to  full  capacity. 
However,  due  to  the  wide  variation  in  temperature  in  this 
area  and  the  large  amount  of  gas  used  for  heating,  the  use 
of  gas  during  the  non-heating  season  is  substantially  less 
than  during  the  peak.  During  this  off-season  period  there 
is  considerable  available  capacity  that  can  be  used  to 
repressure.  Thus,  a  portion  of  the  present  system  costs 
are  properly  allocable  to  re pressuring. 

There  have  been  some  calculations  made 
and  contained  in  Exhibits  before  the  Board  as  to  the  cost 
of  repressuring.  At  my  previous  appearance  before  this 
Board  I  recommended  that  the  proper  basis  of  allocating 
the  costs  of  gathering  and  compressing  w  as  what  I  termed 
the  Demand  and  Volumetric,  or  the  Demand  and  Commodity 
basis  of  allocation.  In  order  to  both  illustrate  how 
this  method  of  allocation  would  work,  and  also  to  arrive 
at  a  cost  of  repressuring,  I  have  made  such  an  allocation 
for  the  Madison  and  the  British  American  Systems.  Schedule  "A" 
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shows  an  ” Allocation  of  Costs  -  Wet  Cas  Gathering  and 
Compressing”  for  the  Madison  system,  and  Schedule  nB"  is  a 
similar  allocation  for  the  British  American  system.  In 
both  cases  I  have  used  cost  figures  introduced  by  each  of 
these  Companies.  In  using  these  figures  no  responsibility 
is  taken  for  their  accuracy,  and  likewise  in  adopting  and 
using  the  rate  of  return  shown  by  these  figures  it  is 
not  done  with  any  recommendation  that  such  is  a  reasonable 
rate  of  return.  As  stated,  the  purpose  of  these  Schedules 
is  to  show  the  method  of  allocation  and  arrive  at  a  cost 
of  repressuring,  assuming  for  these  purposes  that  the  cost 
figures  shown  are  reasonable  and  proper. 

Referring  to  schedule  "A" ,  there  are 
five  subdivisions  of  the  Madison  gas  gathering  and  com¬ 
pressing  system  that  are  jointly  used  for  gathering  gas 
to  be  delivered  to  the  market,  to  the  absorption  plant, 
and  for  repressuring.  These  subdivisions  are: 

1.  Bo .  1  Compressor. 

2.  No.  3  south  Compressor  Plant, 

3.  South  Low  Pressure  -  Wet  Line. 

4.  South  High  Pressure  -  Wet  Line. 

5.  North  High  Pressure  -  Wet  Line. 


(Go  to  page  5214) 
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Under  each  one  of  these  subdivisions  there 
are  five  separate  classifications  of  expenses,  and  in  each 
case  I  have  placed  the  depreciation,  and  return  and  taxes 
under  the  Demand  column,  and  all  other  costs  and  expenses 
under  the  Volumetric  column.  There  is  thus  obtained  out  of 
a  total  joint  cost  of  $515,266.00,  an  amount  $303,812.00 
proportional  to  Demand,  and  $211,454.00  proportional  to 
Volume . 

I  may  insert  there  that  this  is  shown  on 
Sheet  2  of  Schedule  4. 

Q,  MR.  CHAMBERS:  Schedulo  "A"  is  it  not  ? 

A  Schedule  "A" ,  I  am  sorry. 

I  have  taken  the  foregoing  joint  expenses 
and  allocated  them  in  the  next  section  of  Schedulo  "A", 
which  commences  on  Sheet  3  of  Schedule  "A",  to  Absorption, 
Market,  and  Repressuring.  No  Demand  costs  are  allocated 
to  Repressuring,  since  Repressuring  operations  are  carried 
on  completely  off  peak.  9 of  the  Demand  costs  are  allo¬ 
cated  to  Absorption,  on  the  basis  that  this  portion  of  the 
capacity  of  the  gathering  system  at  the  time  of  the  system 
peak  is  utilized  for  delivering  gas  used  by  the  absorption 
plant.  The  9 yjo  allowance,  gas  shrinkage  and  gas  fuel  used 
in  the  absorption  plant  of  the  Madison  system  is  taken  from 
their  Exhibit  M-12.  The  balance  of  the  Demand  costs  are 
then  applicable  to  the  market.  Under  the  Volumetric  costs, 
again  9-| of  the  total  is  allocated  to  the  absorption  plant, 
the  balance  of  the  Volumetric  costs  are  distributed  between 
Market  and  Repressuring  in  proportion  to  the  percentages 
shown  at  the  end  of  the  table  under  "Gas  Balance". 

At  the  end  of  the  Table,  that  is  Sheet  4, 
of  Schedule  "A".  I  show  there  the  gas  balances  and  in  the 
last  column  the  percentages  are  shown  that  I  have  used  in 
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allocating  the  cost.  I  have  taken  as  100%  the  total  gas 
to  the  absorption  plant  and  distributed  that  between  sales, 
which  is  the  market,  which  is  81.9$,  the  repressured  gas 
which  is  8.6%  and  absorption  plant  and  fuel  which  is  9-g%, 
the  three  totals  being  100%. 

8.6%  of  the  total  Madison  gathered  volume 
is  repressured,  and  81.9%  of  the  total  gathered  volume  is 
sold. 

The  resulting  distribution  of  joint  costs 
shown  by  the  table  is  Absorption  $48,950.00,  Market 
$448,131.00,  and  Repressuring  $18,185.00.  To  this  share 
of  the  joint  costs  of  Repressuring  of  $18,185.00,  there  is 
next  added  those  specific  direct  costs  that  have  no  purposes 
other  than  Repressuring.  The  total  of  these  costs  and 
their  detail  is  shown  on  Schedule  "A"  and  is  $10,794.00. 

.  It  is  shown  on  Schedule  nAn 

of  Sheet  3  and  commencing  at  the  middle  of  the  sheet.  I 
have  taken  from  the  Exhibit  the  specific  investment  made 
for  repressuring  of  $41,300.00.  I  have  taken  depreciation 
on  that  and  return  and  taxes.  The  depreciation  has  taken 
4.4277%,  return  and  taxes  is  taken  on  the  basis  of  9-|%, 
the  same  as  used  in  the  other  figures,  and  then  the  oper¬ 
ating  expenses  of  $2,736.00  were  as  shown  in  the  Exhibit. 

As  I  say  the  total  cf  the  details  shown  on  Exhibit  "A”  are 
$10,794.00.  Thus  the  total  cost  of  Repressuring  is 
$28,979.00. 

From  the  allocation  made  in  Schedule  fTATT 
a  number  of  interesting  average  costs  can  be  determined. 

The  average  cost  of  gas  repressured  is  2.2 ^  per  MCF.  The 
average  cost  of  repressuring  gas  per  MCF  of  sales  for  the 
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Madison  system  is  .24^  per  MCF,  approximately  one-quarter 
of  a  cent.  The  average  cost  per  MCF  of  gas  gathered  and 
compressed  is  3-§yf  per  MCF. 

The  roughly  $29,000.00  Repressuring  cost 
must  be  recognized  as  an  allocated  cost  and  not  as  the 
increment  or  additional  cost  of  repressuring  the  gas  as 
against  not  repressuring  it.  The  increment  cost  would  be 
something  slightly  in  exooss  of  the  direct  cost  shown  of 
$10,794.00.  It  is  therefore  of  interest,  and  I  believe 
significant,  that  this  allocated  cost  of  Repressuring  in 
the  Madison  system  is  less  than  1/4  of  1^  per  MCF  of  gas 
delivered  for  the  market. 

Schedule  T,B”  carries  through  the  same 
calculations  for  the  British  American  system,  .just  described 
in  some  detail  for  the  Madison  system  in  Schedule  "An.  The 
total  joint  cost  involved  in  the  British  American  system  is 
$233,202.00.  The  amount  allocable  to  Repressuring  is 
$29,339.00.  In  this  case,  32%  of  the  total  gas  gathered 
is  repressured  as  compared  with  the  comparable  figure  for 
the  Madison  system  of  8.6$.  The  direct  costs  representing 
return  on  investment  made  for  repressuring  and  operating 
expenses  in  connection  therewith,  are  shown  as  $11,243.00, 
making  a  total  Repressuring  cost  of  $40,582.00.  This 
represents  approximately  2.3$/  per  MCF  repressured  as  com¬ 
pared  with  the  2,2^  per  MCF  of  gas  repressured  on  the 
Madison  system.  The  average  cost  per  MCF  for  all  gas 
gathered  on  the  British  American  system  is  4.35$/. 

Combining  the  Madison  and  the  British 
American  systems,  the  total  allocated  cost  of  Repressuring 
is  $69,561.00,  or  less  than  l/2$/  per  MCF  of  gas  sold  by 
these  two  systems  to  the  market. 


•'1 

V.I 


0^ 


C  -1-4 
H.  Zinder, 

Dir.  Exam,  by  Mr.  McDonald. 

-  5217  - 


Q 

A 

Q, 

A 

Q 


A 


QL 

A 


MR.  MCDONALD:  Just  in  regard  to  the  British  American, 

Mr.  Zinder,  would  you  state  the  average  cost  per  MCF  sold 
from  the  British  American  system,  I  do  not  see  that. 

The  average  cost  of  reprossuring  for  the  British  American 
system  per  MCF  of  sales  is  1.2  cents  per  MCF. 

And  that  compares  with  ? 

That  compares  with  the  .24  cents  per  MCF  for  the  Madison 
system. 

Yes.  Now  Mr.  Zinder,  you  were  examined  with  respect  to 
some  of  the  principles  applicable  to  the  allocating  of 
repressuring,  have  you  a  statement  prepared  as  to  that 
matter  ? 

Yes. 

MR.  CHAMBERS:  By  the  way,  are  you  marking  that  last 

one  ? 


MR.  MCDONALD:  Oh  yes. 

THE  CHAIRMAN :  That  will  be  Exhibit  140. 

SUBMISSION  PRESENTED  BY  THE 
WITNESS  HERE  MARKED  AS 
EXHIBIT  140. 

MR.  MCDONALD:  Yes,  now  you  might  continue. 

REPRESSURING 
It  is  elementary  that  the  source  of 
supply  for  gas  marketing  purposes  must  have  two  essential 
characteristics,  namely,  the  ability  to  supply  peak  demand, 
and  adequate  reserves  of  gas  sufficient  to  maintain  the 
supply  for  the  period  necessary  to  amortize  on  a  reasonable 
basis  the  equipment  installed  both  for  the  purpose  of  supply¬ 
ing  the  gas  to  consumers  and  the  equipment  purchased  by  the 
consumers  to  utilize  the  gas. 

This  problem  of  maintaining  an  adequate 


reserve  is  one  that  has  always  been  the  concern  of  gas 
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distributing  companies,  the  consumers,  and  utility  boards 
and  commissions.  In  this  Province  the  necessity  of  main¬ 
taining  a  reserve  has  been  recognized  in  the  past  through 
allowances  made  in  the  rate  base  and  operating  expenses 
of  the  Gas  Company  set  up  under  the  terms  of  the  Judgment 
of  the  Public  Utility  Commissioners,  July  10th,  1931.  In 
its  reasons  for  judgment  in  respect  to  the  Gas  Company  rate 
base,  dated  July  10th,  1931,  the  Alberta  Board  of  Utility 
Commissioners  stated;  and  now  I  quote: 

"Bow  Island  Field. 

The  operation  of  repressuring  the  Bow 
Island  Field  represents  a  new  investment  which  materially 
prolongs  the  period  of  usefulness  of  that  field  and  the 
16"  pipe  line  laid  from  it,  and  both  parties  agreed  as 
to  the  usefulness  of  the  investment. 

The  Company  proposes  to  spend  $145,000.00 
during  the  coming  year,  of  which  $130,000.00  is  appor¬ 
tioned  to  Investment  and  $15,000.00  to  Operation. 

The  City  suggests  spending  an  indefinite 
amount  forming  part  of  a  charge  to  "Burdett  and  Geolog¬ 
ical",  totalling  $295,000.00  over  a  three  year  period, 
with  $125,000.00  of  this  in  1931. 


The  Board  will  assume  that  a  specific 
amortization  sohedule  will  be  set  up  covering  ell 
expenditures  forming  part  of  this  repressuring  pro- 

t 

gramme  with  a  life  period  of  fifteen  years  and  a  ten¬ 
tative  salvage  value  of  10%,  the  principal  sum  in  this 
schedule  to  be  made  up  as  follows 

Expenditure  to  end  of  1930  $192,018.85 

Estimated  Investment,  1931  130,000.00 

Estimated  Operating  Cost,  1931  15,000.00 

"Burdett  Field"  to  date  1,558.37 

Burdett  Wells  475.19 

TOTAL  $339 ,  OSU'.II"" 
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All  items  of  expenditure  having  no  reclaimable  material 
in  the  above  schedule,  such  as  "Estimated  Operating 
Cost,  1931  $15,000.00"  shall  be  entered  without  deduct¬ 
ion  for  salvage  from  the  amount  subject  to  amortization." 

In  approving  the  above  expenditures  of  the 
Gas  Company,  all  of  which  were  made  at  the  expense  of  tho 
gas  consumer,  the  Board  of  Public  Utility  Commissioners 
recognized  a  practice  generally  followed  in  the  United 
States,  namely,  that  gas  companies  and  distributors  be  en¬ 
couraged  to  maintain  their  reserves  by  leasing  potentially 
productive  areas  and  paying  rentals  thereon,  to  test 
potential  areas  and  upon  production  being  obtained  to  close 
the  wells  in  and  pay  as  a  current  opera t ing . expense  deferred 
rentals  and  royalties  in  respect  to  the  leases  of  the  areas 
held  in  reserve. 


(  Go  to  Page  5220  ) 
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In  a  paper  dealing  with  the  "Effect  of 
Recent  Supreme  Court  Decisions  on  the  Production  and  Con¬ 
servation  of  Natural  Gas",  read  at  the  Oklahoma  City  meet¬ 
ing,  June  16th,  1945,  of  the  Interstate  Oil  Compact 
Commission,  Charles  V.  Shannon,  General  Counsel  for  the 
Federal  Power  Commission  stated: 

"Faced  with  a  determination  of  the  just  and  reasonable 
rates  to  be  charged  by  the  pipeline  company  for  the  gas 
which  it  produces,  the  Federal  Power  Commission  has  taken 
it  for  granted  up  to  now  that  it  should  see  to  it  that 
the  company  secures  full  reimbursement  for  all  the  costs, 
including  a  fair  profit,  it  incurs  in  the  process  of 
acquiring  and  developing  an  adequate  gas  supply.  The 
Commission’s  method,  which  follows  the  practices  of  the 
industry,  may  be  briefly  described.  - 


In  line  with  the  foregoing,  the  Federal  Power  Commission 
has  allowed  as  part  of  the  pipeline  company’s  rate  base 
the  actual  investment  which  it  has  made  in  producing 
leaseholds  and  all  the  costs  which  it  incurs  in  acquir¬ 
ing  acreage  for  prospective  production.  The  original 
bonus  payment  for  the  lease,  as  well  as  legal  and  other 
fees  necessary  to  perfect  title,  etc.,  are  included  in 
the  rate  base.  Delay  rentals  are  also  considered  part 
of  the  investment  if  incurred  within  a  reasonable  period 
prior  to  the  date  operations  begin.  And  in  determining 
the  pipeline  company’s  operating  expenses,  the  Commission 
allows  all  reasonable  costs  of  production,  including 
royalty  payments,  delay  rentals  after  the  operation  stage 
is  reached,  exploration  costs,  and  a  fair  return  on 
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leaseholds  held  for  future  use  as  well  as  producing 
leaseholds ." 

It  appears  to  me  from  these  examples,  and 
my  own  general  observations,  that  it  is  practically  a 
universal  practice  for  Utility  Commissions  to  permit  the 
charging  of  the  costs  of  maintaining  adequate  reserves 
either  as  a  current  operating  expense,  or  capitalizing  such 
investments  as  are  necessary  to  maintain  the  reserves. 

There  has  been  some  discussion  and  testi¬ 
mony  on  the  record  before  this  Board  in  this  case  dealing 
with  the  question  of  what,  if  any,  benefits  may  be  derived  by 
the  crude  oil  producers  and  the  absorption  plants  from  re¬ 
pressuring.  In  preparation  for  this  statement  with  regard 
to  repressuring,  I  have  reviewed  this  evidence  to  some 
extent.  There  was  considerable  discussion  as  to  possible 
benefits.  I  was  particularly  interested  in  trying  to  find 
any  evidence  which  would  either  establish  a  measure  of  the 
possible  benefits  or  indicate  any  manner  in  which  such 
possible  benefits  might  be  measured.  No  such  evidence 
apparently  has  been  obtained,  so  far  as  I  could  read  the 
record.  In  fact,  although  fully  recognizing  that  it  is  a 
matter  for  determination  by  this  Board,  it  is  my  opinion 
that  the  evidence  does  not  conclusively  show  any  appreciable 
benefits  of  repressuring  other  than  providing  for  increased 
gas  reserves  for  the  consumer.  Thus,  there  does  not  seem 
to  be  any  basis  upon  which  the  situation  in  Turner  Valley 
differs  substantially  from  comparable  situations  wherein 
the  costs  of  providing  adequate  reserves  have  been  clearly 
recognized  as  a  consumer  benefit  and  the  costs  permitted 
to  be  charged  to  the  consumer. 
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Q,  MR,  McDOMALD:  Mr.  Zinder,  you  were  questioned  specifi¬ 

cally  I  believe  by  Mr,  Blanchard  regarding  absorption  plant 
distribution  of  costs  ? 

A  Yes . 

Q,  Can  you  now  answer  his  question  ? 

A  Yes . 

SUPPLEMENTARY  STATEMENT  OF  H.  ZINDER  ON  THE 
ALLOCATION  OF  COSTS  OF  GAS  GATHERING  BE  WEEN 
THE  ABSORPTION  FLINT,  MARKET,  AND  REPRESSURING 

On  my  last  appearance  before  this  Board, 

I  stated  that  I  desired  to  give  further  consideration  to  the 
problem  of  what  would  be  a  proper  basis  for  the  allocation 
of  costs  of  the  gas  gathering  system  as  between  the  absorp¬ 
tion  plant,  the  market  and  repressuring.  This  arose  in 
response  to  a  question  by  Mr.  Blanchard,  who  asked  that  since 
the  absorption  plant  processed  all  the  gas  that  was  gathered 
in  its  plant,  it  therefore  had  the  benefit  of  all  of  the  gas 
and  it  therefore  appeared  this  situation  should  be  recognized 
in  the  allocation  of  costs.  I  had  taken  the  position  earlier 
on  the  record  that  the  absorption  plant  actually  used 
epproxi  ately  150  cubic  feet  out  of  every  1000  cubic  feet 
of  gas  delivered  to  the  plant.  I  had  further  taken  the 
position  that  the  allocation  should  be  made  on  the  demand 
and  commodity  basis,  and  illustrated  how  such  a  basis  would 
work,  which  in  this  case  meant  that  approximately  15$  of  gas 
gathering  costs  would  be  chargeable  to  the  absorption  plant 
operations.  I  further  took  the  position  that,  in  a  sense, 
this  was  treating  the  absorption  plant  like  a  customer  off 
the  gathering  system. 

Since  November  15,  the  date  upon  which 
this  testimony  took  place,  I  have  given  considerable  thought 


.  j 


.1  o 


* 


1- 

j  .  !  «. 

* 


...  J 


I 


M-l-4 


H.  Zinder, 

Dir.  Exam,  by  Mr.  McDonald. 


-  5223  - 

to  the  problem  and  to  the  view  expressed  or  implied  by  Mr. 
Blanchard’s  question.  I  have  also  reviewed  various  decisions 
of  commissions  in  the  States  particularly  of  the  Federal 
Power  Commission,  for  any  light  that  such  decisions  might 
throw  on  the  subject.  My  considered  conclusion  is  that  an 
allocation  of  costs  as  I  outlined  on  the  record  on  the  demand 
and  commodity  basis  is  reasonable.  There  follows  a  brief 
statement  of  my  reasoning  for  arriving  at  this  conclusion. 

There  are  two  bases  upon  which  costs  may 
be  allocated.  For  convenience,  these  might  be  designated 
as  (1)  the  benefit  basis  and  (2)  the  cost  behaviour  basis. 

i 

Strictly  speaking,  I  do  not  term  the  benefit  basis  an  allo¬ 
cation  of  costs  but  rather  a  method  for  determining  a  dis¬ 
tribution  of  costs.  The  distinction  is  a  fine  one  and  the 
difference  is  perhaps  in  the  lack  of  precision  possible 
under  the  benefit  basis  as  well  as  in  approach.  Benefits 
to  a  large  degree  are  frequently  intangible  factors  not  sub¬ 
ject  to  ready  measurement  or  to  expression  in  terms  of  a 
common  denominator. 

It  is  true  that  the  entire  amount  of  gas 
gathered  by  the  gathering  system  goes  through  the  absorption 
plant,  and  the  absorption  plant  strips  all  the  gas;  in  which 
process,  it  actually  uses  up  only  150  cubic  feet  out  of  every 
1000  cubic  feet  of  such  gas.  In  processing  all  of  the  gas, 
it  may  be  said  that  it  is  having  the  benefit  of  all  of  the 

i 

gas.  On  the  other  hand,  the  size  and  operating  character¬ 
istics  of  the  plant  are  dictated  by  gas  market  demand  re¬ 
quirements.  This  gives  rise  to  certain  material  disadvan¬ 
tages  in  the  profitableness  of  the  plant  which  may  be  said 
in  part  or  to  wholly  offset  these  benefits.  Furthermore, 
the  stripped  gas  is  a  better  product  for  burning  in  the 
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consumer’s  appliances  than  the  raw  gas  as  delivered  from 
the  wells.  Thus,  the  processing  itself  may  be  said  to  be 
an  additional  offsetting  benefit.  In  addition  to  the 
factors  or  benefits  just  mentioned,  there  may  be  many 
others  enjoyed  by  the  absorption  plant  and  by  the_  consumers 
as  a  result  of  the  plant’s  operations.  How  any  one  can 
place  a  single  yardstick  to  these  benefits  in  any  attempt 
to  evaluate  them  is  beyond  my  knowledge.  It  would  have  to 
be  largely  or  entirely  a  judgment  process.  Finally,  the 
results  would  be  subject  to  possible  considerable  variation 
from  time  to  time. 

In  the  allocation  of  costs  in  the  utility 
field,  it  has  been  my  experience  and  observation  that  the 
benefit  basis  of  cost  allocation  has  seldom,  if  ever  been 
used.  For  example,  there  has  not  been,  to  my  knowledge, 
any  serious  effort  or  proposal  that  the  costs  of  gas  dis¬ 
tributed  the  various  classes  of  consumers  in  the  retail 
market  be  allocated  in  relation  to  the  benefits  received 
by  these  various  classes  of  consumers  from  this  distribution 
system.  It  is  obvious  that  benefits  are  not  confined  to 
mere  uses.  It  is  a  much  broader  concept  in  my  opinion.  The 
results,  if  attempted,  would  undoubtedly  give  a  very  differ¬ 
ent  rate  structure  than  is  now  in  use. 

In  the  administration  of  the  Natural  Gas 
Act  of  the  United  States,  the  Federal  Power  Commission  has 
taken  into  account  and  dealt  with  the  problem  of  absorption 
plant  operations,  where  such  plants  were  owned  by,  or  was 
an  affiliate  of,  the  natural  gas  company.  Briefly,  it  may 
be  stated  that  its  treatment  of  the  absorption  plant  oper¬ 
ation  is  in  the  nature  of  a  by-product  operation.  It  deter¬ 
mines  the  costs  of  such  operations  on  a  utility  regulatory 
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basis,  allows  the  regulatory  return  upon  the  investment  and 
credits  all  the  profits  in  excess  of  the  allowable  return 
to  the  cost  of  the  production  or  utility  operations.  In 
determining  the  costs  of  gas  to  the  absorption  plant,  gather¬ 
ing  costs  are  included.  In  no  case  handled  by  the  Federal 
Power  Commission  has  there  been  any  allocation  of  these 
gathering  costs  to  the  absorption  plant  on  the  basis  of 
benefits  and  certainly  not  on  the  basis  of  considering  that 
the  absorption  plant  uses  the  entire  volume  of  gas  handled 
by  the  gathering  system,  and  from  there  go  into  the  question 
of  benefits.  It  has  practically  and  uniformly  determined  an 
average  gathering  cost  per  M.C.F.  of  gas  handled  which,  when 
added  to  the  costs  of  production  represent  the  cost  of  gas 
to  the  absorption  plant  for  the  volume  of  gas  actually  used 
in  that  plant.  This  is  essentially  the  basis  of  allocation 
which  I  have  suggested  here.  Except  in  Alberta,  the  problem 
of  crediting  any  earnings,  if  there  are  any,  in  excess  of  an 
allowable  rate  of  return  from  absorption  plant  operations  to 
other  remaining  costs,  is  not  present,  since  the  absorption 

i 

plant  has  been  excluded  from  regulation. 

No  question  has  ever  arisen  with  respect 
to  the  basic  method  of  allocation  in  the  gathering  system  as 
used  by  the  Federal  Power  Commission.  Certainly  none  to  my 
knowledge.  Certainly  there  has  been  no  suggestion  of  use  of 
the  benefit  theory  basis  of  allocation. 

4 

It  is  my  information  that  the  gas  gather¬ 
ing  system,  that  is  the  Madison  gas  gathering  system,  was 
designed  and  built  of  such  size  and  capacity  as  to  handle 
the  market  demand  for  gas.  An  allowance  had  to  be  made  in 
this  design  for  the  capacity  that  would  be  absorbed  by  the 
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absorption  plant,  which  is  approximately  an  additional  15$. 


Q 


A 


I  think  it  is  fair,  therefore,  to  charge  such  gathering 
costs  that  are  essentially  proportionate  to  the  capacity 
of  the  system  to  each  use  in  proportion  to  their  respons¬ 
ibility  for  the  capacity  which,  in  this  case,  is  approxi¬ 
mately  15$,  I  think  it  is  further  fair  to  charge  the  absorp¬ 
tion  plant  with  such  part  of  the  operation  costs  as  are 
proportional  to  the  volume  of  gas  pumped  as  the  volume  of 
gas  actually  used  up  in  the  absorption  plant  bears  to  the 
total  volume  of  gas  handled  up  to  that  point. 

MR.  MCDONALD:  Now  in  the  Schedules  "A"  and  T,B”  to  the 

Exhibit  that  you  read,  140,  you  applied  this  principle  of 
allocation  ? 

Yes.  I  might  point  out  that  on  Schedule  "A"  using  the 
method  of  allocation  I  have  just  described  gives  a  cost 
to  the  absorption  plant  for  the  Madison  system  of  $48,950.00. 
That  would  represent  their  share  of  the  gas  gathering  system 
costs  usingas  I  said  earlier  their  own  figures  with  respect 
to  costs  and  rate  of  return.  For  the  British  American  system 
the  amount  allocated  to  the  absorption  plant  is  $23,320.00. 

I  would  like  to  add  here  for  the  record  that  when  I  was  last 
here  my  information  was  that  the  amount  of  shrinkage  and 
fuel  used  up  in  the  absorption  plant  was  approximately  15$. 

It  was  a  figure  I  found  being  used  here  and  one  frequently 
used  in  the  States.  In  gathering  together  these  figures  it 
was  necessary  to  get  an  accurate  figure  and  I  found  that  the 
amount  for  shrinkage  and  fuel  is  roughly  about  10$  or  was 
in  1945  so  I  used  the  9ig$  which  was  the  figure  introduced  by 
the  Madison  Company  for  their  system  and  10$  which  is  the 
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estimate  made  for  the  British  American  system.  That  estimate 
was  based  upon  information  I  had  obtained  from  the  British 
American  Company. 

MR.  MCDONALD:  That  is  all. 


(  Go  to  Page  5228  ) 
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THE  CHAIRMAN :  All  right,  who  is  first? 


CROSS-EXAMINATION  BY  MR.  5TEER 

Q,  Mr. Zinder,  one  of  the  last  statements  you.  made  was  this, 

I  think,  that  in  your  view  costs  of  operations  should  be 
apportioned  on  the  basis  of  the  amount  of  gas  pumped;  did 
you  say  that?  We  have  not  the  advantage,  you  see,  of  having 
this  memorandum  with  us. 

A  Operating  costs,  exclusive  of  return,  taxes  and  deprec¬ 
iation,  yes. 

Q,  Should  be  charged  on  the  basis  of  the  quantities  of  gas 
pumped,  is  that  what  you  said?  Perhaps  you  will  read 
the  s  a tencc  again? 

A  Ycs»  9-11  right.  Proportionate  to  the  volume  of  gas  pumped 
as  the  volume  of  gas  actually  used* 

Q,  Perhaps  you  will  be  good  enough  to  read  the  whole  sentence* 

A  ,  TTI  think  it  is  further  fair  to  charge  the  absorption  plant 
with  such  part  of  the  operation  costs  as  arc  proportional 
to  the  volume  of  gas  pumped  as  the  volume  of  gas  actually 
used  up  in  the  absorption  plant  boars  to  the  total  volume 
of  gas  handled  up  to  that  point.11 

Q,  Yes.  So  that  your  principle  is  that  the  operating  costs 
ought  to  be  born,  by  the  absorption  plant  in  proportion 
to  the  amount  pumped  into  the  absorption  plant  for  the  uses 
of  that  plant? 


A  No . 

Q,  You  do  not  say  that? 

A  No.  My  theory,  or  principle,  Mr*  Steer,  is  that  -  here  is  a 
total  volume  of  gas . 

Q,  I  am  not  rsking  you  that  at  all.  I  understand  your  theory, 
and  I  am  coming  to  that  in  a  moment? 

A  All  right . 
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Q,  I  want  to  get  this  principle  of  you.rs  for  the  allocation  of 
those  costs. 

MR .  McDOKALD :  Just  a  moment,  Mr •  Chairman.  Will 

you  please  let  the  witness  answer  the  question? 

MR.  STEER:  Perhaps  the  Chairman  will  tell  me 

about  that. 

I'iR*  MCDONALD:  I  am  objecting  to  that  type  of 

cross-examination. 

MR.  STEER:  Well,  make  your  objection  to  the 

Chairman,  and  he  will  rule  whether  I  am  cross-examining  properly 
or  no t . 

Q,  THE  CHAIRMAN:  Is  there  something  that  is  not  clear, 

Mr .  Zinder? 

A  I  answered  Mr*  Steer’s  statement,  that  is,  the  statement  of 
what  he  thought  my  theory  was,  was  wrong.  I  was  trying  to 
elaborate  what  :iy  principle  was. 

Q,  All  right,  go  ahead  and  do  that? 

A  I  wo ul d  like  to  simply  say  briefly,  that  operating  costs 

be  allocated  proportionately  to  total  volume.  I  would  like  to 
say  that . 

Q,  Total  volume  pumped? 

A  Total  volume  handled  in  the  system. 

Q,  MR.  BLANCHARD:  .The  total  volume  handled  in  what? 

A  Handled  in  the  system, 

Q,  MR.  STEER:  I  wonder  if  I  could  trouble  you  to 

read  that  sentence  of  yours  again? 

A  "I  think  it  is  further  fair  to  charge  the  absorption  plant 
with  such  part  of  the  operation  costs  as  are  proportional 
to  the  volume  of  gas  pumped  as  the  volume  of  gas  actually 
used  up  in  the  absorption  plant  bears  to  the  total  volume  of 
gas  handled  up  to  that  point." 
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MR -CHAMBERS.  I  wonder  if  the  witness  would  read 

it  more  slowly.  We  would  all  like  to  get  it. 

A  I  ara  sorry.  "I  think  it  is  further  fair  to  charge  the  absorp¬ 
tion  plant  with  such  part  of  the  operation  costs  as  are 
proportional'  . " 

THE  CHAIRMAN:  Just  a  minute.  Wait  until  somebody 

says  yes.  Better  stop  there  now.  All  right,  M^.Zinder# 

A  "#.••#.  to  the  volume  of  gas  pumped  as  the  volume  of  gas 

actually  used  up  in  the  absorption  plant  bears  to  the  total 
volume  of  gas  handled  up  to  that  point.'1' 

Q,  MR.  STEER:  It  is  fair  to  charge  the  absorption 

plant  with  such  portion  of  the  operating  costs  as  are  pro¬ 
portionate  to  the  volume  of  gas  pumped#  Then  after  the  v\d  rd 
"pumped"  you  go  on  to  say, "as  the  volume  of  gas  actually  used 
up  in  the  absorption  plant  boars  to  the  total  volume  of  gas 
handled  up  to  that  point",  is  that  right? 

A  Yes,  that  is  the  statement. 

Q,  I  found  it  rather  difficult  to  follow  that  sentence. 

A  Well,-  maybe  I  will  try  to  make  a  further  explanation. 

THE  CHAIRMAN:  If  you  will  illustrate  it  by  hypothe¬ 

tical  figures? 

A  Yqs .  Let  us  take  the  example  that  I  have.  Turning  to 
Schedule  A,  Shoot  3,  of  Exhibit  140. 

Q,  MR.  CHAMBERS :  You  are  talking  of  Exhibit  140  arc 

you? 

A  Yes,  that  is  right.  There  the  total  volumetric  costs  are 
$211,454.00,  and  I  am  saying  that  those  costs  which  are 
comprised  of  throe  subdivisions  principally,  or  entirely, 
rather,  entirely,  labelled  Direct  Expenses,  Mdminis  tration 
and  General  and  Contingencies.  I  call  those  three  items 
operating  costs  that  arc  proportional  with  the  volume  of 
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business.  You  can  call  it  the  volume  of  business,  the  total 
amount  of  gas  and  the  amount  flowing  through  the  system. 

I  say  that  those  costs  are  substantially  proportional  to  the 
volume.  If  the  volume  is  greater  those  costs  will  go  up, 
if  the  volume  is  less  those  costs  will  go  down,  that  is,  in 
the  main.  So  that  I  have  taken  this  total  cost  of  $211,454.00 
and  I  have  distributed  between  the  absorption  plant,  the 
market  and  the  repressuring  in  proportion  to  the  percentages 
shown  under  oach,  9-j? ,  81.9  and  8.6.  Those  percentages  you 
will  find  turning  to  Sheet  4  of  Schedule  A,  represent  each 
oneTs  proportionate  part  of  the  total  volume  of  gas  handled, 
up  to  the  absorption  plant.  The  total  gas  to  the  absorption 
plant  I  us o  as  100 /o  was  14,810,000  MCE.  The  amount  re- 
preessured  in  1,276,085,  and  that  is  8.6 fo.  The  sales  were 
12,127,101,  or  represent  81.9$  of  that  total.  And  the 
shrinkage  and  fuel  represent  1,406,929,  or  9 Combining 
them  they  total  the  100$.  I  wonder  if  that  explains  what 
I  have  done . 

Q,  HR.  STEER:  I  understand  all  that.  I  understood 

that  yesterday? 

A  I  see. 

Q,  But  what  I  am  wondering  about  is  this  proposition  of  yours 
that  you  chaige  the  absorption  plant  with  operating  costs 
that  are  proportionate  to  the  volume  of  gas  pumped,  and  I 
find  it  difficult  to  understand  the  bearing  of  the  latter 
part  of  that  sentence  to  the  former.  But  I  am  going  to 
put  this  to  you? 

A  Y0s. 

Q,  You  have  got  three  absorption  plants? 

A  Ycs . 

Q,  You  have  got  no  market  for  residue  gas? 
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A  Y0s. 

Q,  And  you  have  got  ono  gathering  system,  and  that  gatboring 
system  delivers  into  those  absorption  plants  the  wet  gas, 

20$  to  one,  40 $  to  another  and  40$  to  another.  Do  you 
follow  mo? 

A  Yes . 

Q,  Now,  your  proposition  there  is,  and  we  have  got  no  market 

for  the  residue  gas,  this  residue  gas  is  flared,  your  propo¬ 
sition  is  that  those  gathering  costs  ought  to  bo  borne  in 
proportion,  20,  46  ond  40? 

A  Ycs. 

Q,  Because  20$  of  the  quantity  gathered  is  delivered  to  one 
absorption  plant,  40$  to  another  and  40$  to  the  other? 

A  Well,  lot  me  think  about  that  for  a  moment,  Mr*  Steer. 

Throe  absorption  plants.  One  uses  40,  the  other  40  and 
the  othCx1  20$  of  the  total  volume  of  gas.  The  residue  is 
completely  flared  and  there  is  no  market.  I  am  assuming 
that  the  amount  of  shrinkage  in  oach  plant  will  bo  the 
3amc.  I  would  say  ycs.  My  answer  would  still  be  yes. 

Q,  What  bearing  has  the  amount  of  shrinkage  in  the  plants? 

A  Well,  since  there  is  no  other  use  made  of  the  gas,  it  would 
not  have  any  bearing  on  that  example. 

Q,  I  see.  Nov;,  that  is  the  principle  which  you  have  stated? 

A  Yes. 

Q,  Very  well.  Now,  you  say  that  principle  is  not  applicable 
to  the  situation  of  the  Madison  and  the  B.A.  absorption 
plants  for  the  reason  that  there  is  a  market  now  for  the 
residue  gas? 

A  Yqs  . 

Q,  And  the  reason  you  say  that  the  situations  are  different  by 
reason  of  the  market  for  the  residue  gas,  is  that  you  say 
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that  in  thes  e  absorption  plants  there  is  a  certain  per¬ 
centage  of  the  original  volume  of  the  gas  that  is  consumed, 
if  you  like,  that  is  used,,  and  it  is  not  going  oat  with  the 
residue? 

A  That  is  right . 

Q,  Y0s .  That  is  not  quite  true,  is  it?  Isn't  it  the  case  that 
the  gas  that  goes  out  in  that  residue  gas  stream  is  an 
entirely  different  thing  from  the  gas  that  enters  the  absorp¬ 
tion  plant? 

A  It  has  a  different  constituency. 

Q,  Yos,  certainly  it  has.  Now,  isn’t  this  true,  we  will  take 

one  cubic  foot  of  gas,  if  you  can  conceive  it  passing  through 
the  plant.  That  absorption  plant  treats  that  one  cubic  foot 
of  gas,  it  processes  it  as  a  unit  of  raw  material, is  that 
right? 

A  Yes. 

Q,  Yes.  And  out  of  that  unit  of  raw  material  it  takes,  as  you 
have  said,  certain  constituents,  and  in  order  to  get  the 
constituents  it  requires,  it  has  got  to  treat  every  cubic 
foot  of  gas  that  goes  in? 

A  Yes. 

Q,  And  if  you  analyze  chemically  the  gas  that  emerges,  you  have 
got  an  entirely  different  thing  from  the  gas  that  went  in? 

A  It  is  different. 

Q  Is  it  entirely  different? 

A  Well,  moth ana  is  still  a  substantial  part  of  the  product 
that  went  in,  and  a  substantial  part  of  the  product  that 
went  out,  but  it  is  different.  The  hydrocarbons  have  been 
taken  out. 

Q,  Yes.  What  has  boon  taken  out,  the  constituents  that  are 
taken  out,  they  are  all  removed? 
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A  Yes  • 

Q,  In  an  up-to-date  process? 


A 

Q- 


A 

Q, 


A 


Yes . 

Mow,  the  constituents  that  wore  removed,  we  call  them 
commonly  wet  gasoline  or  naphtha,  is  that  right? 

Yes . 

And  the  process  being  efficient,  there  is  not  any  wot  gas 
or  naphtha  in  the  product  that  emerges? 

I  could  not  say  1Q0°/1  that  is  true,  I  will  assume  that  is 


Q, 


A 


Q 

A 

Cl 

A 

•  ft 

A 

Q, 

A 

0, 

A 


so . 

Now  that  situation  is  an  entirely  different  situation 
from  the  one  I  first  put  to  you,  is  it  not? 

No.  The  first  proposition  you  put  to  mo,  ifr  •  Steer,  was 
that  the  absorption  plant  operated,  I  assume  the  some  thing 
in  both  cases,  the  only  difference  being  between  the  two 
was  in  the  one  case  the  gas  went  to  the  market  and  in  the 
other  case  it  was  flared,  as  I  understand  it. 

That  is  right? 

All  right . 

Nov/,  you  said  in  the  case  I  first  put  to  you,  20,  40  and 
40,  that  you  simply  charged  it  on  the  basis  of  the  volume 
used? 
yGs  . 

The  volume  that  goes  in,  is  that  right? 

That  is  right . 

That  is  right? 

Y0s. 

And  the  reason  why  you  do  not  chargo  them  on  the  basis  of 
the  volume  that  goes  in  in  the  second  case  is  because  they 
haye  got  a  market  for  the  residue. 

Well  there  is  a  difference.  That  is  right. 
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Q, 
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That  is  right? 

Yes.  In  other  words,  if  .1  might  say  this,  in  your  first 
ease,  you  might  allocate  your  costs  the  same  way,  but  you 
would  not  have  anybody  to  charge  thorn  to  since  it  is  going 
to  the  air.  . 

Oh  yes.  Now  then,  I  want  you  to  put  your  mind  on  the  British 
American  Absorption  plant  before  the  transmission  line  was 
constructed  to  lead  this  residue  up  to  it? 

Yes  • 

And  there  is  an  absorption  plant  that  is  operating  and  flaring 
the  gas? 

Ycs. 

Now,  I  ask  you  whether  the  wet  gas  that  enters  that  absorp¬ 
tion  plant  is  that  plant’s  raw  material? 

Ygs. 

Every  foot  of  which  is  requirod  for  the  plant? 

YGs. 

And  every  foot  of  which  emerges  fron  the  plant  as  a  different 
thing  from  what  it  went  into  the  plant  as? 

Ycs. 


(Go  to  Pago  5236  ) 
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Q- 

Now  that  plant  could  not  operate  without  every  foot  of  that 

gas  in  its  wet  state,  could  it? 

A 

Th at  is  right . 

®  0 

Then  we  add  the  residue  market  so  that  the  residue  gas  is 

sold? 

A 

Yes. 

n 

c 

That  is  all  we  do? 

A 

That  is  right. 

Q 

• 

And  now  you  say  that  because  the  British  American  Company 

has  been  fortunate  enough  to  find  a  market  for  its  residue 

gas  that  instead  of  100%  of  the  operating  costs  of  that 

0 

plant  being  charged  to  it,  you  are  going  to  charge  10. 

That  is  gathering  and  compression  to  get  the  gas  into  the 

plant,  that  is  your  proposition? 

A 

That  is  right. 

THE  CHAIRMAN:  Mr.  Fenerty? 

Q 

• 

CROSS-EXAMINATION  OF  THE  SAME  WITNESS  BY  MR.  FENERTY. 

I  would  like  to  ask  a  couple  of  questions  just  dealing 

with  that  proposition,  because  the  British  American  Company 

is  fortunate  enough  to  now  find  a  market  for  its  residue 

gas,  you  would  charge  on  the  volumetric  basis  15%  end  85%. 

15%  we  will  say  to  the  Absorption  Plant,  if  that  is  the 

percentage,  and  85%. 

A 

Yes. 

Q 

And  that  works  out,  of  course,  that  the  absorption  industry 

gets  a  very  substantial  benefit  over  that  which  it  prev¬ 
iously  enjoyed  by  reason  of  this  conservation  scheme,  does 

it  not? 

A 

Yes,  on  that  basis. 

K# 
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0  What  is  that? 

A  Yes,  it  gets  a  benefit  but  as  I  stated  in  my  statement, 

Mr.  Fenerty,  there  are  all  sorts  of  benefits,  one  way  or 
another  and  there  may  be  more  than  those  that  I  even  know 
about . 

Q  Yes,  there  are  some  that  you  do  not  know  but  the  ones  you 
know  about  you  allocate  a  benefit  of  85$  to  the  Absorption 
Plant.  You  allocate  85$  of  those  benefits  to  the  Absorption 
Plant,  tell  me  whether  yau  do  or  not  and  we  will  go  on  to 
something  else.  Do  you  or  donTt  you? 

A  Now . 

Q  I  am  going  to  get  a  direct  answer  on  something. 

A  I  cannot  answer  that  quest  ion. 

0  if  you  cannot  answer  that  then  we  will  go  on  to  something 
else. 

A  Can  I  state,  Mr.  Chairman,  why  I  cannot? 

THE  CHAIRMAN:  Yes. 

A  Because  you  have  used  benefits  and  costs  synonimously  in 
the  same  question.  Now  if  you  would  limit  your  question, 

Mr.  Fenerty,  that  I  have  allocated  85$  of  the  costs  I  would 
answer  it  ™yes™ . 

Q.  MR.  FENERTY:  Then  you  give  a  benefit  to  the  Absorption 

Plant  of  85$  of  the  costs,  is  that  a  fair  statement? 

A  That  is  a  fair  statement.  My  answer  is  'fyes"  on  the 

assumption  that  prior  to  this  time  there  was  no  market 
at  all  for  residue  gas  that  was  flared. 

Q  you  know  that  is  so  with  the  British  American  don't  you? 

A  With  the  British  American,  yes. 

0  Then  with  the  British  American  Plant  you  propose  to 
allocate  a  benefit  to  the  extent  of  85$  of  the  costs 
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as  a  result  of  this  conservation  scheme? 

A  Yes. 

Q,  Of  absorption, 

A  No,  85$  goes  to  the  market  and  repressuring  and  15$  to 
the  Absorption  plant. 

No.  Mr.  Zinder,  I  think  I  am  right,  I  was  reading  from 
Mr.  McDonald’s  notes  and  I  think  you  said  in  effect  that 
you  saw  no  difference  between  the  costs  of  repressuring 
and  the  costs  of  maintaining  reserves  as  far  os  the  w ay 
those  should  be  -charged. 

A  That  is  right.  My  statement  generally  was  that  re¬ 
pressuring  was  for  the  purpose  of  increasing  the  length 
of  the  life  of  the  field  and  making  greater  reserves 
avai  table . 

Q  "It  appears  to  me  from  these  examples,  and  my  own  general 
observations,  that  it  is  practically  a  universal  practice 
for  Utility  Commissions  to  permit  the  charging  of  the 
costs  of  maintaining  adequate  reserves  either  as  a  current 
operating  expense,  or  capitalizing  such  investments  as  are 
necessary  to  maintain  the  reserves.”  I  think  you  did  say 
in  one  place  that  you  saw  no  difference. 

A  That  is  right. 

Q,  I  suggest  to  you  what  we  have  here  in  repressuring  is  the 
cost  of  preventing  the  dissipation  of  the  reserve's. 

A  Yes,  I  expect  that  is  the  other  side  of  the  problem. 

Q  You  treat  that,  the  production  of  gas  and  putting  it 

back  into  the  ground  in  the  same  way  as  the  development 
costs  of  new  gas  wells? 

A  Th at  is  ri  gh t . 

q  Then  you  also  said,  I  think,  that  were  no  benefits,  you 

saw  no  benefit  to  anyone  other  than  the  consumer  from  the 
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repressuring.  Did  yon  not  in  effect  soy  that?  I  am  more 
or  less  handicapped  without  having  a  copy  of  this  exhibit. 
This  is  at  the  bottom  of  page  3. 

A  My  statement  was  this,  Mr.  Fenerty:  "In  fact,  although 
fully  recognizing  that  it  is  a  matter  for  determination 
by  this  Board,  it  is  my  opinion  that  the  evidence  does 
not  conclusively  show  any  appreciable  benefit  of  re¬ 
pressuring  other  than  providing  for  increased  gas  reserves 
for  the  consumer," 

Q,  Yes,  that  is  what  I  had  in  mind. 

A  Yes . 

Q  Now  do  you  remember  when  you  were  here  before  and  I  was 
putting  to  you  the  suggestion  that  an  offer  of  gas  from 
another  field  at  present  prices  might  under  certain  cir¬ 
cumstances  such  as  adequate  reserves  and  so  on,  mark  the 
upper  limit  that  could  be  charged  here  and  I  think  you 
told  me  yes  except  for  the  matter  of  government  policy. 

Do  you  remember  that? 

A  Yes ,  I  remember  the  general  question. 

Q,  so  that  I  take  it  from  that  that  you  do  regard  government 
policy  as  perhaps  the  controlling  factor? 

A  Oh  yes. 

0  Yes. 

A  I  might  elaborate.  Government  policy  as  expressed  in  terms 

of  Statutes  must  be  the  controlling  factor. 

q  I  want  you  to  assume  for  the  moment  that  we  have  a  govern¬ 
ment  policy  which  will  not  permit  the  blowing  off  into 
the  air  and  the  burning  of  gas  that  can  be  otherwise  dealt 
with  either  by  repressuring  or  by  the  market.  Just  assume 
that  for  the  moment. 
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A  Yes . 

Q,  I  suggest  to'  you  that  if  we  have  such  a  government  policy 
that  the  sole  benefit  received  from  repressuring  is  by 
the  oil  operator  as  far  as  oil  wells  are  concerned.  Would 
you  agree  with  that? 

A  No . 

Q,  would  you  agree  then  if  we  have  a  policy  which  does  not 

permit  the  blowing  off  of  residue  gas  from  oil  wells  into 
the  air? 

A  Yes. 

0  That  under  the  system  of  operating  oil  wells  as  far  as  you 
know  in  Turner  Valley,  that  they  have  either  to  repressure 
it  or  sell  it  or  you  cannot  operate  the  well,  is  that  the 
situation  we  have  here? 

MR.  MCDONALD:  Are  you  suggesting  that  is  the 

situation  in  Turner  Valley? 

MR.  FENERTY:  I  am  asking  whether  he  knows  that  or 

not,  yes.  I  do  not  kno w  what  he  knows  about  it.  I  know 
what  you  and  I  know. 

THE  CHAIRMAN:  I  think  you  are  asking  the  witness  a 

question  which  you  should  ask  a  geologist  or  a  petroleum 
engineer.  I  am  not  going  to  stop  you  but  I  do  suggest 
that  you  are  asking  Mr.  zinder  questions  which  should  be 
asked  of  a  geologist  or  a  petroleum  engineer.  Now  I  am 
not  going  to  stop  you. 

Q  MR.  FENERTY :  I  will  try  and  put  it  a  little  better. 

Assume  if  you  will  that  crude  oil  wells  in  Turner  Valley 
operate  with  a  gas  lift. 

A  Yes. 

Q  under  quite  a  heavy  gas  head.  None  of  them  are  pumping 
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propositions.  They  operate  'with  a  gas  lift.  I  am  asking 
you  to  as sumo  that  it  is  not  possible  to  produce  oil  from 
those  wells  without  also  producing  gas. 

A  Ri  ght . 

q  Which  goes  into  the  gathering  lines  downstream  from  tho 
Separator . 

A  Yes. 

Q  With  that  assumption  I  want  to  ask  you  whether  or  not  the 

oil  operator  is  the  only  one  that  receives  immediate  benefits 
from  repressuring  if  there  is  no  market  for  the  residue  gas. 
Assuming  further  it  is  a  government  policy  to  prevent  the 
gas  being  blown  off  into  the  air. 

A  Let  us  sg -  if  I  have  your  question  straight. 

Q  All  right. 

A  You  want  me  to  assume  that  oil  is  lifted  by  the  gas  in  the 
oil  well? 

0  Yes . 

A  And  then  it  is  government  policy  that  that  gas,  having 
performed  that  function,  cannot  be  flared? 

q  Yes . 

A  But  must  bo  conserved  or  repressured? 

q  Yes,  or  sold. 

A  With  these  assumptions  your  question  is  -  can  I  get  it 
again  ~  does  the  oil  operator . 

q  Is  the  oil  operator  the  one  who  gets  the  benefit  of 
repre ssuring? 

A  NO . 

q  Now  let  us  see  why  not.  As  far  as  the  gas  consumer  is 
concerned  you  will  agree  with  me  the  best  place  in  the 
world  to  keep  his  gas  reserves  is  to  keep  them  in  the 
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ground  where  they  are? 

A  Yes. 

That  is  what  you  do  with  an  ordinary  gas  field  is  it  not? 

A  Yes. 

Q,  You  do  not  have  this  repressuring  problem  because  you  just 
keep  it  there  and  use  it  as  you  want  it. 

A  Yes. 

q  Now  making  those  assumptions  I  ask  you  to  make,  if  you  do 
not  repressure  and  you  have  not  got  a  market,  you  cannot 
operate  your  oil  well  can  you? 

A  I  see,  that  is  right.  If  you  cannot  operate  your  oil  well 
which  under  your  assumption  -  I  am  sorry  -  that  is  right, 
you  cannot  do,  it  has  the  effect  that  the  oil  operator 
having  a  market  for  the  gas,  the  oil  operator  can  operate 
his  well. 

Q  Yes. 

A  Then  he  receives  the  benefit  of  being  able  to  operate  his 
well  whereas  he  could  not  before.  And  then  you  get  into 
the  question  of  the  time  factor.  That  is  he  is  going  to 
operate  his  well  over,  let  us  say,  20  years  on  that  basis 
or  50  years,  whatever  it  might  take  to  get  all  his  oil  out 
as  compared  with,  if  he  were  a  free  agent,  of  doing  it  say 
in  5  years. 

q  Hg  is  getting  the  benefit  from  repressuring  isn’t  he  and 
the  only  benefit,  if  he  cannot  blow  it  off  in  the  air? 

A  If  you  would  call  that  a  benefit  of  getting  his  gas  out 
in  a  shorter  period  instead  of  a  longer  period. 

q  No,  he  is  getting  the  benefit  of  being  able  to  operate 
his  oil  well,  if  he  cannot  blow  it  off  in  the  air. 

A  Yes.  He  could  not  operate  his  oil  well  at  all  on  the 
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other  basis. 

Q  So  that  if  there  is  a  controlling  government  policy  which 

will  not  permit  the  blowing  off  into  the  air  of  this  residue 
gas,  I  say  to  you  again  the  oil  operator  is  the  only  one  that 
gets  any  benefit  from  the  repressuring.  That  is  logical. 

THE  CHAIRMAN:  He  may  say  so  if  he  wishes,  but  I  have 

other  views. 

MR.  FENERTY:  I  think  there  is  room  for  some  logical 

conclusions  in  this  Inquiry. 

MR.  MCDONALD:  You  are  making  the  assumption  that  if 

•  •  •  • 

MR.  FENERTY :  If  he  is  not  permitted  to  blow  the  gas 

off  in  the  air  certainly. 

A  ^ ell  I  would  say,  Mr.  Fenerty,  that  the  oil  operator  certainly 

gets  the  benefit  but  there  is  no  denying  that  the  market  gets 
a  benefit  too. 

Q  Any  more  benefit  than  if  the  gas  had  been  left  in  the  ground? 

A  No,  no  more  than  if  it  had  been  -  now  one  moment  -  left  in 

the  ground  ? 
q  Yes. 

A  Well  of  course  gas  in  the  ground  is  of  no  use  to  the  market 
till  it  is  produced. 

q  You  and  I  are  here  to  discuss  this  thing  quite  frankly  and 
not  from  any  one  point  of  view. 

A  I  am  trying  to  answer  your  questions. 

q  If  the  consumer  does  not  get  any  more  benefit  than  if  it 
was  left  in  the  ground  then  on  this  other , assumption  the 
oil  operator  gets  the  full  benefit  of  repressuring  doesn’t 
he? 

A  Yes. 
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Thank  you. 

"That  is  the  way  it  seems  to  me. 

And  your  assumptions  that  the  benefits  were  obtained  by 
the  consumer  were  on  the  basis  that  the  oil  operator  could 
operate  and  that  he  would  take  and  blow  his  gas  off  in  the 
air  if  he  did  not  have  any  market  for  it,  were  they  not? 
They  must  have  been. 

Mr.  Fenerty,  with  respect  to  my  assumptions  as  to  the 
benefits  of  repressuring  as  against  not  repressuring  and 
so  forth,  my  statement  was  simply  this  that  I  did  go  over 
and  read  the  testimony  before  the  Board.  I  do  not  want 
to  presume  to  reach  a  conclusion  that  the  Board  is  required 
to  reach  but  I  am  simply  stating  that  in  my  reading  of  that 
testimony,  I  did  try  to  find  some  oonclu'sive  statements  as 
to  what  the  benefits  would  be  one  way  and  another. 

Yes. 

Whether  they  could  be  measured  and  what  the  measurements 
would  be. 

Yes. 

I  am  only  saying  that  in  reading  the  testimony  of  the 
experts  that  have  been  before  this  Board,  I  did  not  find 
anything  which  showed  conclusively  that  there  was  anything 
other  than  essentially  providing  this  gas  for  the  market 
that  would  otherwise.be  flared.  That  is  really  what  I  am 
saying , 

I  understand  and  you  are  finding  out  in  the  process  of 
examination  that  there  may  be  an  entirely  different 
picture . 

Well  I  do  not  want  to . I  would  like  to  say  this 

rather,  I  am  not  a  geologist  and  what  benefits  might  come 
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from  rc-pressuring  and  so  forth,  I  am  not  presuming  to 
testify  on. 

But  these  general  observations  are  not  of  benefit  here 
unless  they  are  capable  of  application  to  our  peculiar 
problems  are  they? 

I  would  say  that  is  right. 

What? 

That  is  right. 

That  is  right,  yes.  Now  then,  one  thing  more  on  the  question 
I  asked  you  a  minute  ago.  Your  idea  is,  is  it  not,  that  the 
consumer  gets  those  benefits  because  if  it  was  not  repressured 
it  would  be  blown  off  in  the  air,  is  that  not  your  idea? 

That  is  right. 

Aid  be  wasted,  and  it  follows  from  that,  I  take  it,  that 
you  are  assuming  that  this  oil  operation  would  continue 
without  anything  being  done  with  the  residue  gas.  Just 
a  waste  product  of  the  oil  operation. 

That  is  right. 

As  far  as  you  are  concerned,  that  is  your  position  in 
saying  the  consumer  would  get  the  benefit,  it  is  still 
just  a  waste  product  of  the  oil  operation.  That  must 
follow,  that  is  your  way  of  treating  it  is  it  not? 

It  is  a  by-product  of  the  .  .  .  .  .  You  might  say  on  that 
reasoning,  it  is  a  product  which  formerly  was  a  waste 
product  and  now  has  been  put  to  some  usefulness  and  I 
think  I  answered  that  before. 

Yes,  I  think  so. 

That  adds  value  to  it,  as  I  stated  the  last  time  I 
was  here. 

When  I  asked  you  yesterday  whether  or  not  this  suggestion 
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that  the  costs  at  the  well  head  should  be  determined  by 
the  uses  to  which  the  gas  was  put,  you  said  that  was  not 
a  new  theory. 

A  That  was  no t  a  new  theory? 

Q  No , 

A  That  is  right. 

Q  Arn  I  right  in  saying  that  is  another  way  of  saying  that 

these  prices  should  be  determined  by  the  benefits  received 
by  the  various  consumers? 

A  No, 

0  That  is  not  the  same  thing,  benefits  received? 

A  No.  I  think  with  regard  to  the  allocation  of  costs  and 

benefits,  it  may  be  you  can  go  into  the  question  of  benefits 
to  determine  whether  or  not  for  example  repressuring  ought 
or  the  Absorption  Plant  ought  to  be  charged  any  costs  at  all. 
Then  having  determined  as  to  whether  you  are  going,  as  a 
matter  of  policy,  to  ohacge  them  anything  at  all,  then  you 
come  to  the  problem  of  allocating  those  costs  between  the 
different  uses. 

Q,  I  am  now  directing  your  attention  to  what  we  were  talking 
about  yesterday.  You  did  tell  me  that  this  theory  of  yours 
of  allocating  or  of  charging  at  the  well  head  per  1000  feet 
of  gas,  the  price  should  be  determined  on  how  it  was  used, 
whether  it  was  in  a  furnace  in  a  house  or  the  Burns  plant, 

didnTt  you? 

A  Yes . 


(Go  to  page  5247) 
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And  that  was  not  a  new  theory? 

That  is  right • 

Now  I  suggest  to  you  that  that  change  in  prices  there  is 
based  on  the  benefit  that  each  of  these  consumers  get,  they 
pay  more  because  they  get  more  benefit,  is  that  not  it? 

Well  I  do  not  know. 

I  am  wondering  whether  it  is  the  same  thing? 

I  would  not  say  so,  no. 

The  reason  I  ask  you  that  is  because  you  have  told  us  today 
that  this  theory  of  yours  with  reference  to  gathering  gas 
in  proportion  to  the  benefits  received,  is  something  new, 
is  it  not? 

I  said,  -  I  do  not  think  it  is  something  new,  Mr...  Fenerty, 

I  say  I  have  not  seen  it  used  any  place. 

But  you  have  seen  used  the  determination  of  price  at  the  well 
head  based  on  the  uses  it  is  put  to? 

No,  I  have  not  seen  that  used. 

Oh  then,  there  is  no  inconsistency? 

All  right. 

I  mean  that  has  been  thought  about  more  than  perhaps  this 
last  theory,  is  that  right,  but  it  has  not  been  used,  neither 
of  those  have  been  used? 

The  benefit  theory  of  allocating  costs  of  a  gathering  systom 
or  distribution  system  has  never  been  used  to  my  knowledge. 
Neither  has  the  systom  of  determining  the  well  head  price 
based  upon  the  value  of  the  service  in  the  market  been  used. 

I  will  put  .it  this  way,  neither  of  them  have  been  used  but 

one  of  them  has  boon  advocated  by  you? 

One  of  them  has  been  advocated  by  me  in  only  this  sense, 

Mr.  Fenerty,  I  say  it  is  worthy  of  consideration  and  examin¬ 
ation  to  determine  what  would  be  the  upper  limits  of  such 
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value . 

HR.  TENERTY:  Thank  you. 


HR.  STEER:  May  I  ask  one  question  which.  I 

omitted,  Sir? 

THE  COURT:  Yc-s. 


CROSS-ERMHINATION  BY  MR.  STEER  Cont!d . 

Q,  I  think  you  were  talking  about  the  decision  of  the  Federal 
Power  Company  in  the  Hope  case,  %  .Zindcr? 

A  I  did  not  mention  the  Hope  case  this  morning. 

Q,  But  you  were  talking  about  that  decision,  were  you  not,  when 
you  were  dealing  with  the  treatment  of  the  allocation  of 
costs  as  between  the  gasoline  plant  and  the  absorption 
plant? 

A  No .  I  had  in  mind,  Mr  .Steer,  more  than  one  case.  There  was 
the  Hope  case,  the  Canadian  Rivers  Gas  Company  case,  the 
Panhandle  Eastern  Pipeline  Company  case and  a  number  of 
others . 

Q,  I  know  all  that? 

A  Yes . 

MY:.  MCDONALD:  Now  just  a  minute,  are  there  any 

other  cases?  Will  you  let  the  witness  finish  his  answer? 

MY.  STEER:  I  did  not  interrupt  him. 

THE  CHAIRMAN:  And  he  said  "And  a  number  of  others." 

Ho  finished  up  by  saying  "and  a  number  of  others". 

MR.  McDONALD:  Mr.  Chairman,  I  object.  BothMr. 

Fonerty  and  Mr  .Steer  have  been  interrupting  this  witness 
and  not  lotting  him  finish  his  answers.  When  he  has  finished 
his  answer,  then  let  us  hear  the  next  question.  This  is 
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continually  being  done. 

RH.  STEER :  Thank  you  very  much. 

THE  CHAIRMAN:  I  fail  to  so c;  why  this  witness,  - 

he  is  being  treated  wi t h  more  heat  than  any  other  witness 
that  wo  have  had.  He  has  been  cross-examined  on  subjects 
on  which  ho  did  not  give  evidence,  and  on  which  I  do  not 
think  he  is  qualified  to  give  ovidence,  but  being  a  most 
obliging  person,  he  has  tried  to  answer  the  questions,  and 
then  he  has  been  cross-examined  with  some  heat.  Now  that 
is  exactly  the  position.  Now  in  his  last  statement,  Mr* 
Zinder  said  he  thought  of  a  number  of  cases  which  he  knew  of 
"and  many  others",  and  L7r •Steer  said  "I  know  them  all". 

Now  just  go  on  from  there. 

HR.  STEER:  And  I  asked  you  to  give  your 

attention  to  the  Hope  case,  which  I  intended  to  do  in  my 
first  question? 

All  right . 

And  I  suggest  to  you  that  the  absorption  plant  that  was  in 
question  in  the  Hope  case  was  not  under  the  control  of  the 
Commission? 

The  gasoline,  the  absorption  plant,  was  not  regulated,  no. 

Yos .Consequently  you  were  dealing  with  an  absorption  plant 
which  was  not  regulated  and  you  were  dealing  with  a  gas  industry 
that  was  regulated  under  the  Federal  Power  Commission? 

Yes. 

Yos,  and  I  understand  that  the  docision  of  the  Federal  Power 
Commission  was  upheld  in  the  Supreme  Court  of  the  United  States? 
Ygs. 

And  the  treatment  which  was  given  to  the  absorption  plant 
in  that  case  was  to  take  all  the  profits,  over  and  above  the 


H.Zindcr , 

Cross -Exam*  byMr  .Steer . 

Cross-Exam,  by  Hr*  Chambers.' 

-  5250  - 

allowed  rate  of  return  on  the  natural  gas  lino,  and  credit 
those  profits  to  the  natural  gas  industry? 

A  That  is  right. 

MR*  STEER:  Thank  you. 


CROSS -EX/ilIINATI ON  BY  HR.  CHANHS  R3 

Q,  Mr*Zindor,  my  understanding  of  the  situation  in  the  Hope 
case  is  this,  that  the  Hope  Natural  Cas  Company,  which  was 
on  utility  subject  to  regulation  by  the  Federal  Power 
Commission,  owned  all  the  gas,  including  the  gasoline  content 
now  if  you  want  to  refer  to  this, I  have  the  report  here, 
(Document  handed  to  witness). 

Mr.Sindcr,  probably  we  will  save  some  time . 

A  Ycs. 

Q,  ......if  I  will  leave  that  until  later? 

A  All  right . 

Q,  And  for  the  purposes  of  the  record,  to  keep  it  in  mind, 
what  I  want  to  direct  your  attention  to...... 

A  Yes . 

Q,  And  I  am  asking  you  to  verify  it,  is  that  in  the  Hope  case 
the  regulated  company  produced  a  large  part  of  the  gas  in 
its  open  wells? 

A  That  is  right. 

Q,  And  it  then  purchased  the  balance  under  contract  from  other- 
well  owners  so  that  the  Hope  Cmmpany,  that  was  subject  tc 
regulation,  owned  at  the  well  head  the  gasoline,  or  I  will 
say  nwet  gas”,  that  is  the  gas  including  the  wet  product? 

A  That  is  right . 

Q,  And  that  it,  on  its  way  to  the  marketing  of  the  gas,  entered 
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into  agreements  with  its  wholly  owner  subsidiary,  the 
absorption  plant,  whereby  the  absorption  plant  company  took 
out  the  wot  product  of  the  gas  that  was  owned  by  the  Hope 
Cokpany  and  that  what  the  Commission  stated*  or  what  it  found 
was  that  any  profit  in  excess  of  so  much  made  by  the  absorption 
plant,  should  be  paid  over  to  the  Hope  Company  and  that  that 
included  rcmucration  for  the  gasoline  content;  now  if  you 
arc  not  able  to  tell  me  now, you  can  check  it  over  at  noon 
if  you  like? 

A  I  would  like  to  look  into  that  and  to  check  into  that  some 
more,  because  that  gets  into  a  different  aspect. 

THE  CHAIRMAN:  Will  you  not  trust  me  to  read  it  and 

try  to  understand  it? 

MR.  CHAMBERS;  I  think  probably  that  is  fair,  but 

if  there  is  anything  that  appaars,  that  does  not  appear  in 
the  record,  of  which  you  have  firsthand  knowledge,  and  I 
understand  that  you  have  some  firsthand  knowledge  of  the 
Hope  case? 

A  Yes . 

Q,  All  right,  you  might  let  us  have  that  if  there  is  anything 

you  think  of.  Now,  Mp.Zindor,  you  were  present  yesterday 
when  Mp.  Brownie  gave  evidence ^ 

A  Yes. 

Q,  And  again,  in  order  to  shorten  the  matter,  I  would  ask  you, 
if  you  would  take  a  few  minutes  at  noon  and  read  over  the 
questions  which  I  put  to  Mr.  Brownie,  and  his  answers,  as 
shown  in  Volume  64,  pages  5113  to  5125*  Now  f  rom  what 
you  said  this  morning  in  your  evidence  in  chief,  I  take  it 
that  your  view  is  that  the  charge  to  be  made  by  the  utility 
company  for  its  services,  should  not  be  based  on  the  bonofits 
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or  the  profits  to  be  made  by  the  company  out  of  the  service 
rendered  or  furnished. 

A  That  is  right . 

Q  Would  you  agree  with  this  proposition  that  the  total  revenue 
or  the  aggregate  of  the  charges  received  by  the  utility 
company  should  be  based  upon  the  utility  company's  costs? 

A  That  is  right,  including  a  fair  return. 

0,  Oh  yes,  including  a  fair  return,  I  mean  that. 

A  Yes. 

Q,  In  other  words,  is  this  a  fair  statement  of  your  view  that 
the  amount,  the  aggregate  amount  of  the  charges  of  the 
utility  company  should  be  based  upon  the  impact  on  the 
utility  company  and  not  on  the  consumer? 

A  Ye& . 

Q,  And  am  I  right  in  this  that  in  your  view  that  when  the 

comes 

Board  or  the  regulatory  body  /  to  allocate  the  charges  or 
a  division  of  this  aggregate  income  of  the  utility  between 
the  various  customers  or  classes  of  customers,  am  I  right 
in  this,  that  your  view  is  that  that  allocation  should  be 
made,  having  regard  to  the  impact  on  the  utility  and  not 
on  the  particular  customer? 

A  Yes.  In  other  words,  it  is  the  costs  of  the  utility,  not 
the  costs  of  the  customer. 

Q  And  I  put  this  to  you,  and  I  am  going  to  ask  you  whether 
you  ever,  -  what  your  experience  has  been  in  the  United 
States  in  a  situation  'which  might  arise  under  similar 
circumstances,  -  we  will  assume  we  have  the  City  of 
Calgary  with  no  gas  service  at  all,  and  pursuant  to  an 
Utility  Act  or  regulatory  Order  a  company  is  formed  which 
obtains  a  gas  supply  outside  the  city  limits,  some  distance 
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outside,  transports  it  to  the  City  of  Calgary  and  puts  it 
into  distribution  and  customers,  domestic,  commercial  and 
industrial,  switch  over  to  that  gas'  company,  and  we  will 
take  first  of  all  two  industrial  consumers,  and  the  one 
by  the  very  nature  of  its  business,  the  fact  that  it  has 
gas  now  available  to  it,  is  enabled  to  put  out  its  product 
much  cheaper  and  make  far  more  money,  and  then  you  have 
one  right  beside  it,  that  is  in  a  different  kind  of  business 
and  in  that  switch  over  from  the  one,  from  coal  to  gas,  it 
does  not  make  much  difference  to  it  and  we  will  assume  they 
both  have  the  same  demand  and  so  on,  do  you  know,  in  your 
experience,  do  you  know  of  any  situation  or  any  cases  where 
the  rate  payable  by  the  two  companies  would  be  fixed  on  a 
different  basis? 

A  Ho. 

Q  In  other  words,  as  I  take  it,  you  say  that  in  deciding  the 
amount  that  any  person  should  be  charged  for  the  service 
rendered  by  the  utility,  the  main  factor  is  the  impact  of 
the  nature  of  that  service  upon  the  utility? 

A  Upon  the  utility’s  costs. 

Q  Yes.  How  then  take  your  Exhibit  140.  As  I  understand  it 
from  your  Schedule  f,An ,  Sheet  3,  the  proportion  of  the 
gathering  charges  which  you  are  allocating  to  the  Absorption 
Plant  are  based  on  volume  all  the  way  through,  on  both  sides, 
the  Demand  Charges  and  the  Volumetric  Charges,  is  that  not 
the  way  it  works  out? 

A  That  is  the  way  it  works  out,  Mr.  Chambers,  jf  it  happens 
that  the  volume  at  the  time  of  the  peak  differs  from  the 
average  volume  over  the  year,  I  would  have  made  a  difference 
in  the  proportion  of  the  Demand  Costs  allocated  to  the 
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Absorption  Plant  as  against  the  volumetric  costs, 

0,  In  other  words,  you  are  regarding  the  fact  that  at  the 

demand  point  the  Absorption  plant  is  taking  the  volume  of 
the  peak  amount  and  you  are  regarding  the  Absorption  Plant 
as  being  co-responsible  for  the  demand,  along  with  the  dry 
gas  market. 

A  That  is  right. 

0  Yes. 

A  That  is  right. 

Q,  And  I  think  you  told  us  before  when  jrou  were  here  that  the 
Absorption  Plant  as  an  industry,  in  removing  gasoline  from 
the  wet  gas,  could  operate  on  an  even  demand  throughout  the 
365  days  of  the  year? 

A  I  assume  that  they  can. 

0  well  in  other  words  then,  as  I  understand  it,  the  figures 
which  you  have  given  in  Exhibit  140,  whereby  you  allocate 
the  charges  to  the  Absorption  Plant,  the  effect  is  that  the 
Absorption  Plant  in  paying  its  percentage,  whether  it  is 
9 <f0  or  15$  or  10$,  is  bearing  that  percentage  also  of  the  total, 
of  any  costs  of  the  utility  that  are  designed  to  provide 
continuity  of  service  to  the  dry  gas  market. 

A  Yes,  it  is  experiencing  a  portion  of  all  the  costs,  which 
includes  the  costs  for  providing  continuity  of  service, 
the  providing  of  service  and  everything  else. 

0  Yes,  and  they  also  pay  that  percentage  of  the  repressuring 
costs,  if  the  repressuring  costs  are  all  lumped  and  one 
percentage  is  taken,  -  would  not  the  Absorption  Plant  be 
paying  a  percentage  of  that  too. 

A  No,  they  would  not  be  paying  a  percentage  of  the  repressuring 
costs.  That  is,  the  measure  of  what  the  repressuring  costs 
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are  is  shown  hr  this  allocation. 

Q  Yes . 

A  So  that  there  are,  in  the  sum  total  there  is  the  costs  of 
repressuring  but  con  you  •  break  it  and  say  a  certain 
amount  goes  to  repressuring  and  a  certain  amount  to 
absorption  and  a  certain  amount  to  market? 
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Q,  Mr.  Zinder,  now  on  sheet  4  of  Schedule  "A" ,  Exhibit  140, 
you  show  that  the  average  cost  of  repressuring  per  M.C.F. 
of  sales  is  .24  cents.  That  is  in  respect  to  the  Madison 
system  ? 

A  That  is  the  Madison  system,  yes. 

Q,  And  you  said  in  your  evidence  this  morning  or  your  Exhibit 

that  it  was  not  an  uncommon  practice  for  present  day  users 
of  utility  gas  services  to  pay  through  their  rate  something 
to  cover  charges  to  provide  for  a  future  supply.  Is  that  a 
fair  statement  ? 

A  I  think  that  is  a  fair  statement. 

Q,  Have  you  had  any  experience  or  can  you  give  us  any  enlight¬ 
enment  as  to  whether  this  .24  cents  is  a  large  amount  for 
future  reserves  in  relation  to  a  price  we  will  say  of  the 
retail  prices  in  Calgary  now  ? 

A  It  seems  to  me  to  be  a  small  amount. 

Q,  You  have  ran  into  cases  where  there  has  been  much  more  per 

M.C.F.  included.  Is  that  right,  or  have  you  anything 
specific  ? 

A  I  do  not  recall  actually  allocating  repressuring  costs  in 
cases  in  the  States.  The  total  amount  involved  represents 
$29,000.00  out  of  a  total  gathering  cost  of  $526,000.00 
you  see, 

Q,  From  your  answer  to  Mr.  Steer  about  the  three  absorption 

plants,  I  take  it  that  you  would  agree  with  this  proposition, 
or  I  would  like  in  any  case  for  you  to  let  me  have  your 
view  about  it.  Suppose  we  have  a  situation  where  gas  is 
going  direct  from  the  well  to  the  market  and  we  have  no 
absorption  plant.  Obviously  you  would  agree  that  under 
those  circumstances  all  the  gathering  charges  would  be 
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charged  to  the  retail  rate  ? 

A  All  be  charged  to  the  market,  yes. 

Q,  Well  yes,  then  let  us  suppose  a  situation  developed  "where 

recognition  is  given  to  the  fact  that  there  may  be  something 
in  this  gas  of  a  wet  product  that  can  be  taken  out  and  it 
may  come  to  the  place  where  it  has  to  be  taken  out.  I  take 
it  under  those  circumstances  you  would  not  suggest  that  all 
of  the  gathering  charges  should  still  be  charged  to  the 
market.  Do  you  see  what  I  mean  ? 

A  Well  under  those  circumstances  I  assume  you  have  the  situat¬ 
ion  you  have  here  now. 

Q,  Yes. 

A  Yes.  My  answer  would  be  that  I  would  do  it  as  I  have  done 
it  here,  yes. 

Q,  Now  Mr.  Zinder  I  want  to  suggest  this  to  you  that  if  this 

Board  or  the  regulatory  Board  should  decide  to  fix  wellhead 
price  of  gas  on  the  basis  of  the  value  to  the  retail  consumer 
less  the  Ga3  Company's  distribution,  transmission  costs, 
less  the  scrubbing  plant,  less  the  gathering  charges,  includ¬ 
ing  the  repressuring  charges,  and  what  is  left  is  the  well 
head  price.  I  suggest  to  you  under  those  circumstances  the 
producer  is  paying  the  repressuring  costs,  is  he  not  ? 

A  No,  I  do  not  see  it  that  way.  You  say  we  have  e  certain 
price  that  we  are  charging  the  consumer. 

Q,  And  I  said  it  was  the  value  of  service  to  him. 

A  The  value  of  the  service  and  let  us  assume  the  value  of  the 
service  is  30  cents  taking  any  figure. 

Q,  Yes. 

A  Let  us  assume  further  that  all  costs,  including  cost  of 

repressuring  is  twenty-five  cents.  That  would  leave  a  value 
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at  the  well  say  of  five  cents.  I  cannot  any  more  say  that 
the  producer  has  paid  for  the  cost  of  repressuring  than  I 
can  say  that  the  producer  has  paid  for  the  distribution  cost 
and  all  the  other  costs. 

Suppose  there  were  no  repressuring  costs.  Would  not  the 
producer  get  the  .24  cents  for  it  ? 

Yes. 

Then  does  it  follow  that  if  the  wellhead  price  is  going  to 
depend  upon  what  the  Utility  charges  in  between,  the  producer 
is  really  paying  absorption  repressuring  costs  ? 

I  would  not  agree  with  that.  I  think  I  might  make  an  illus¬ 
tration  of  this.  Let  us  assume  something  very  hypothetical 
and  far  fetched.  Let  us  assume  we  have  a  value  for  gas  here 
and  the  domestic  consumer  can  get  it  out  of  his  back  yard. 

He  is  a  producer  and  the  value  in  heating  to  him  is  30  cents, 
but  say  value  is  increased,  if  your  costs,  intervening  costs, 
are  down  that  does  not  mean  the  producer  has  paid  for  it, 
those  items. 


THE  CHAIRMAN;  You  have  reached,  Mr.  Chambers, 
fallacy  of  starting  at  the  wrong  end. 

MR,  CHAMBERS:  The  Legislature  I  submit  has  sa 

an  end  that  has  got  to  be  considered  anyway. 

MR.  CHAMBERS:  Thanks,  Mr.  Zinder. 

THE  CHAIRMAN:  Mr.  Harvie  ? 


MR.  HARVIE: 
THE  CHAIRMAN: 


I  have  no  questions. 
Mr.  Blanchard  ? 


the  economic 


id  that  is 


CROSS-EXAMINED  BY  MR.  BLANCHARD: 

Q,  In  your  statement  Schedule  "A" ,  sheet  4,  you  use  a  figure  of 
gas  sales  there  of  16,509,000.  I  am  not  quite  sure  how  you 
use  the  figure  15$  as  being  the  proper  percentage  to  be  borne 
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by  the  absorption  plant  gathering  ? 

A  Yes . 

Q,  In  one  of  your  statements  or  submissions  or  part  of  your 

evidence  and  then  you  use  9.5$  in  the  computations  attached 
to  Exhibit  140.  I  am  not  just  sure  where  the  difference 
comes  in,  that  is  all. 

A  The  difference  comes  in  in  this  way,  Mr.  Blanchard.  The 
15$  I  was  using  as  .the  rough  overall  general  figure  and 
that  when  it  came  to  get  the  actual  figure  at  least  I  was 
shown  in  Madison  CompanyTs  M-12  I  believe  it  is,  it  shows 
the  absorption  plant  shrinkage  and  fuel  as  9-§-$  and  that  is 
the  figure  I  used. 

MR.  STEER:  I  think  we  have  all  been  using  15$,  just 

as  a  rough  figure. 

A  That  is  right. 

Q,  MR.  BLANCHARD:  And  9 -§-$  includes  fuel  and  shrinkage  ? 

A  That  is  right  Mr.  Blanchard. 

Q,  That  is  used  in  the  plant  ? 

A  Yes . 

Q,  Based  upon  M-12  ? 

A  That  is  right. 

Q,  Then  you  base  also  your  proportion  of  what  should  be  paid 
by  the  absorption  plant  on  the  sales  of  gas.  I  refer  you 
to  Page  4. 

A  What  I  did  was,  I  wanted  to  get  the  total  M.C.F.  of  gas  at 
the  inlet  of  the  absorption  plant.  Now  then  that  after 
going  through  the  absorption  plant  from  that  point  on,  we 
have  had  three  uses.  One,  the  amount  used  in  the  absorption 
plant.  Two,  the  amount  going  to  the  market.  Three,  the 
amount  that  is  repressured.  So  using  that  figure  M.C.F.  of 
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the  total  volume  at  the  inlet  of  the  absorption  plant  at 
100^  I  have  broken  it  down  in  percentages  to  those  three 
uses. 

Q,  Well  I  was  looking  at  Mr.  Hamilton’s  submission,  Exhibit 
124,  Statement  39,  and  these  are  actual  figures  furnished 
by  Madison,  that  the  net  wet  gas  gathered  and  put  into  the 
absorption  in  1944  was  20,524,000,000  cubic  foet  of  wet 
gas. 

A  The  total  wet  gas  gathered  in  1944  ? 

0,  The  total  wet  gas  put  into  the  absorption  plant,  the  Royal- 

ite  absorption  plant  in  1944  was  20,524,000,000  cubic  feet 
of  gas.  Those  are  the  figures  furnished  by  Madison. 

A  Well  these  figures  that  I  have  here  as  stated  and  shown  are 
data  obtained  from  the  Madison  Company  and  as  I  am  advised 
wero  tho  actual  1945  volume.  Now  I  started  the  computation 

i 

of  those  volumes  Mr.  Blanchard,  they  are  somehwat  compli¬ 
cated.  There  is  metering  differences  and  there  are  losses 
and  different  things  of  that  kind  that  have  to  be  taken 
into  account. 

Q,  Those  are  deducted  before  arriving  at  the  figure  I  have 
mentioned. 

A  I  would  like  to  say  this  Mr.  Blanchard,  that  the  important 
thing  as  I  see  it  is  not  so  much  the  actual  figures  as 
getting  proper  relationship  or  percentage.  In  other  words 
if  both  figures  are  up  by  a  certain  error,  if  you  get  the 
same  percentage  you  come  out  with  the  same  final  answer. 

But  this  is  the  best  information  I  could  obtain  for  actual 
1945  figures. 

Q,  Yes.  Then  you  will  agree  that  the  absorption  plant  must 
pay  its  proportion  of  the  costs  of  gathering  of  the  gas 
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whether  all  the  gas  is  sold  or  not  because  it  passes 
through  their  plant  ? 

A  Yes,  I  agree  with  that  Mr.  Blanchard. 

Q,  i»e  are  agreed  on  that  ? 

A  Yes. 

Q,  All  right,  and  those  figures  are  correct,  twenty  and  a  half 
billion  cubic  feet  went  into  the  Madison  Absorption  plant 
in  1944.  Then  the  absorption  plant  must  pay  its  proportion 
ate  cost  of  every  cubic  foot  of  that  ? 

A  Yes,  I  would  say  that  sir. 

Q,  All  right,  by  the  way  there  have  recently  been  enacted 

certain  conservation  measures  in  the  State  of  Texas  I  think 
it  is  ? 

A  Yes,  they  have  passed  conservation  laws,  yes. 

Q,  Involving  repressuring  of  gas  for  which  there  is  no  present 
market  ? 

A  That  is  my  understanding  they  do,  yes.. 

Q,  That  is  one  of  the  important  aspects  of  the  new  Legislation 

in  Texas  ? 

A  In  recent  legislation,  yes. 

Q,  And  since  that  legislation  has  come  into  effect  have  there 

been  any  cases  before  the  Federal  Power  Commission  dealing 

with  the  allocation  of  repressuring  costs, 
first  of  all 

A  Mr.  Blanchard,/ in  any  of  the  Federal  Power  Commission  cases 
it  has  not  been  necessary  to  allocate  costs  between  re- 
pressuring  and  other  uses.  The  total  costs  are  taken  as 
chargeable  against  operations  and  included  in  the  rates. 

Q,  There  is  no  comparable  situation  to  the  one  we  have  here. 

Is  that  right  ? 

A  Except  it  is  comparable  in  this  sense.  There  has  been  the 
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problem  of  allocating  for  example  gathering  costs  as  between 
sales  under  which  the  Commission  has  Jurisdiction  to  sales 
under  which  the  Federal  Power  Commission  has  not  Juris- 
diction.  Now  the  method  I  have  described  in  outline  has 
been  used  in  those  cases.  And  in  practically  all  the  cases 

4 

there  has  been  the  problem  of  allocation  as  between  Juris¬ 
dictional  sales  that  the  Commission  can  regulate  and  non- 
Jurisdictional  sales  with  the  exception  of  Panhandle 
Eastern  Pipeline  case  where  no  allocation  was  adopted  by 
the  Commission. 

Q,  And  that  has  been  done  you  say  on  a  volumetric  basis  ? 

A  Yes . 

Q,  Volumetric  demand  ? 

A  Yes,  in  those  cases  for  example  there  may  be  substantial 

excess  earnings  on  business  but  the  Commission  had  no  Juris¬ 
diction  over  it  and  could  not  order  any  reduction  and  those 
excess  earnings  were  not  credited  back  but  the  Company  per¬ 
mitted  to  keep  them  and  the  reduction  made  only  on  what  it 
could  and  had  Jurisdiction  on.  There  was  no  attempt  or  no 
suggestion  in  any  of  those  cases  that  gathering  costs  ought 
to  be  allocated  differently  in  that  case  than  it  would 
where  it  is  all  under  the  Jurisdiction  of  the  Commission. 

Q,  Now  your  basis  of  allocating  costs  so  far  as  the  absorption 
plant  is  concerned  is  exactly  the  same  as  if  they  were  sold 
so  many  cubic  feet  of  gas  ? 

A  That  is  right. 

Q,  That  is  taking  your  figure  of  1,000  cubic  feet  going  in  and 
the  absorption  plant  using  150,  that  is  the  proportion  that 
should  be  paid  ? 

A  That  is  right. 
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Now  then  in  the  other  case  of  a  Foundry  to  which  you 
deliver  150,000  cubic  feet  of  gas.  There  you  carry  for 
that  Foundry  just  that  150,000  cubic  feet  of  gas,  don’t 
you  ? 

Yes . 

And  in  the  case  of  the  absorption  plant  you  do  something 
more  than  that.  You  do  not  simply  deliver  the  absorption 
plant  150,000  cubic  feet  of  gas.  You  deliver  the  absorption 
plant  1,000  cubic  feet  of  gas  and  my  suggestion  is  that  you 
are  performing  a  service  to  the  absorption  plant  in  the  use 
of  your  installations  over  and  above  the  gas  they  actually 
take  out  of  that.  That  is  my  suggestion. 

I  recognize  your  suggestion  Mr.  Blanchard  and  as  I  stated  as 
a  result  of  your  question  the  last  time  gave  it  a  great 
deal  of  thought  and  the  only  answer  I  could  give  to  it  is 
what  I  have  stated  here,  namely,  there  is  a  service  per¬ 
formed.  The  absorption  plant  performs  a  service  and  benefit 
and  you  are  in  the  field  of  benefit  and  as  I  stated  here  I 
do  not  know  where  you  would  coma  out  or  how  you  would  try 
to  measure  it. 

You  agree  there  is  a  benefit  ? 

There  are  many  benefits  always,  yes. 

The  only  reason  the  consumer  in  Calgary  is  going  to  pay 
anything  for  repressuring  is  because  he  anticipates  or  it 
is  anticipated  he  is  going  to  get  a  benefit  ? 

Yes. 

You  are  repressuring  the  gas  and  the  gas  that  is  rapressured 
is  in  trust  for  the  consumer 
Yes. 
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Q,  Is  there  anything  to  justify  you  doing  that? 

A  Well,  yes.  I  say  as  far  as  the  absorption  plant  is  concerned, 
you  can  see  it  gets  a  benefit  because  it  processes  all  the 
gas . 

Q,  Yes? 

A  I  can  only  repeat  what  I  have  said  here,  the  consumers  will 
benefit,  because  they  get  a  bettor  product  for  burning 


Q 
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Q, 


A 


A 

Q. 


purposes . 

Yes? 

The  absorption  plant  has  to  be  designed  to  meet  the  peak 
load  which,  if  it  did  not  process  the  gas,  it  might  or  would 
operate  on  a  higher  load  factor.  There  are  those  benefits 
coming  among  others,  and,  as  I  say,  I  do  not  know  where  that 
answer  would  come  out,  if  ycu  tried  to  measure  them  or 
weighed  them,  or  if  you  could  do  it. 

Would  you  think  that  it  might  be  right  in  principle  to  assess 
according  to  benefits  if  you  can  find  a  proper  oquation  to 
apply,  you  would,  wouldn’t  you? 

Well,  I  still  don’t  believe  that  allocations:  on  that  basis, 
Hr .Blanchard,  would  do  it.  You  do  havd  somewhat  of  an 
unusual  problem  in  the  case  of  an  absorption  plant.  It  is 
not  a  simple  matter,  it  is  quite  unusual. 

Now  suppose  that  some  other  use  for  this  repress ured  gas 
appears  in  the  next  five  years,  and  perhaps  you  know  that 
Colonel  Thompson  of  the  Bureau  of  Mines  said  that  natural 
gas  should  not  be  used  as  a  fuel  at  all,  that  it  has  a  great 
detention  value  for  other  purposes? 

There  is  much  talk  of  that  in  the  States. 

Now,  in  order  to  charge  the  consumer  with  the  cost  of  re- 
pressuring,  you  must  assume  that  there  is  a  trust  impressed 
on  that  gas,  is  that  correct? 
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Would,  you  mind  reading  the  question  again  to  me? 

BY  THE  REPORTER  RSADIN  &  ?,Q.  Now,  in  order  to  charge 

the  consumer  with  the  cost  of  repressuring,  you  must  assume 
that  there  is  a  trust  impressed  on  that  gas,  is  that  correct?" 
I  will  say  yes . 

AH. BLANCHARD:  That  he  is  going  to  get  it  some  day? 

Yes. 

THE  CHAIRMAN:  A  dedication? 

Y  0  s  « 

MR . BLANCHARD :  A  dedication,  yes. 

Yes. 

And  if  there  is  no  such  dedication  inherent  in  this  legis¬ 
lation,  or  in  any  orders  of  the  Board,  then  what  would  you 
say? 

I  would  say  that  he  still,  the  producer  is  still  putting  that 
gas  up  for  the  market.  There  is  no  guarantee  or  anything 
of  that  kind  involved,  even  if  there  is  no  legislation 
required,  that  he  do  so.  It  is  a  reasonable  expense  that 
ought  to  be  allowed. 

Well,  now,  the  producer . 

In  other  words,  the  producer  could  not  go  wild,  Mr.  Blanchard, 
or  something  of  that  kind.  The  expense  would  have  to  be 
reasonable . 

Now,  the  producer  has  an  option  of  doing  one  of  two  things, 

I  think  we  agreed  to  that  before.  He  has  an  option  of 
producing  only  his  market  share  and  postponing  production 
•  f  hjs  oil? 

Yes. 

And  by  so  doing  he  probably  loses  interest  on  his  investment 
because  he  will  have  a  longer  period  to  realize? 

I  see . 
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Q,  Is  that  correct? 

A  Well,  I  don’t  know  what  the  facts  would  be. 

MR.  McDONALD:  You  are  using  that  as  an  assumption 

by  the  .witness.  Those  are  not  the  facts  in  Turner  Valley, 
according  to  the  evidence  in  the  case. 

THE  CHAIRMAN:  I  think  it  was  put  alternatively. 

MR.  MCDONALD:  Well,  as  long  as  it  is  an  assumption. 

Q,  MR.  BLANCHARD:  There  is  no  doubt  about  this,  we 

do  not  have  to  assume  this,  the  producer  need  not  produce- 
more  than  his  market  share? 

A  YqS,  I  will  assume  that. 

Q,  And  if  he  does  not  produce  more  than  his  share  of  the  market 

gas,  that  moans  that  he  is  postponing  his  share  of  the  oil? 

A  I  am  assuming  that  is  right. 

Q,  Do  you  need  to  assume  that? 

A  N0,  that  is  right. 

Q,  All  right.  So  that,  assuming  now  that  he  docs  eventually 
recover  the  same  quantity  of  oil  over  a  longer  period  of 
years,  then  what  the  producer  suffers  in  only  producing  the 
market  share,  is  loss  of  quick  realization  and,  therefore, 
loss  of  interest  on  the  investment? 

A  Well,  there  arc  so  many  factors  involved. 

Q,  Hg  does  not  realize  on  the  investment  over  a  long  period 

of  time.  Perhaps  we  do  not  ncod  to  labour  that.  I  will 
come  to  something  else? 

A  All  right • 

Q,  He  has  that  option,  and  if  he  exorcises  that  option,  then 
there  would  bo  no  cost  of  repressuring  in  Turner  Valley  at 
all,  that  is  correct,  is  it  not? 

A  Yes,  that  is  right. 

Q,  So  that  in  looking  at  it  from  one  standpoint  at  least,  it  is 
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because  the  producer  desires  to  produce  more  than  his  market 
share  that  makes  re pressuring  necessary? 

A  Yes . 

Q,  That  is  right,  isn't  it? 

A  Y0s . 

Q,  And,  I  suppose,  on  the  other  hand,  you  could  approach  it 

from  another-  standpoint,  and  say  that  here  was  an  industry 
that  was  in  operation,  the  oil  industry? 

A  Yes. 

Q,  And  for  the  benefit  of  the  consumer  legislation  has  been 
passed  to  say  that  the  additional  gas  must  bo  put  in  the 
ground  for  the  benefit  of  the  ultimate  consumer? 

A  Yes . 

Q,  From  the  first  standpoint,  would  you  say  that  the  producer 
should  pay  for  the  costs  of  ropressuring? 

A  No. 

Q,  THE  CHAIRMAN:  •  I  thought  you  had  already  said  that? 

A  Pardon? 

Q,  I  thought  you  had  already  said  that? 

A  Maybe  I  did  not  understand. 

Q,  MR  .BLANCHARD:  From  the  first  standpoint,  if  the 

producer  had  produced  only  his  market  share,  then  there  would 
bo  no  repressuring,  and  it  is  only  because  that  the  producer 
desires  to  produce  mere  than  his  market  share,  that  is,  produce 
more  gas,  that  ropressuring  becomes  necessary. 

:  R.IIARVlE:  You  would  have  to  change  the  formula 

ror  mark et- sharing ,  because  it  is  based  on  what  he  is  producing 
If  ho  produces  twice  what  ho  can  sell,  then  he  has  to  repress urc 
half  of  it. 

MU . BLANCHARD : 


MR  .HARVIE : 


I  do  not  kno w  about  that. 

Market  sharing  is  based  on  what  he 
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picduccs.  If  he  produces  twice  what  he  can  sell,  then  ho  has 
to  repressure  half  of  it.  If  he  does  not  produce  that  ono-’half, 
his  market  sharing  position  is  cut  in  half  and  then  he  only 
gets  half  of  what  he  produces. 

ME.  STEER:  If  he  only  produces  his  raarket  share, 

there  is  no  repressuring  problem  then? 

THE  CHAIRMAN:  The  market  share  of  the  gas.  G-o 

ahead,  Mr • Blanc hard. 

I\ JR . BLANCH ARD :  All  r  ig  h t . 

THE  CHAIRMAN:  And  there  was  the  second  phase. 

MB. BLANCHARD:  The  second  approach,  I  suggested  to 

you,  was  on  entirely  different  approach,  and  one  that  is  diam¬ 
etrically  perhaps,  opposed  to  the  first  basis.  That  is, 
that  there  was, before  repressuring  was  contemplated  at  all, 
tgat  there  was  an  established  industry,  the  oil  industry, 
and  that  that  oil  industry  was  entitled  to  continue  to  produce 
oil  as  on  oil  industry? 

Yes,. 

And  that  the  repressuring  then  is  something  that  is  entirely 
for  the  benefit  of,  not  the  oil  industry,  but  of  some  other 
porson,  the  ultimate  consumer,  of  that  gas,  whether  it  be  someone 
|n  Calgary,  or  a  carbon  black  plant  or  chemical  plant  or  some 
other  plant  of  that  kind? 

That  is  right . 

And  I  do  not  know  on  which  side  the  equity  lies  there,  as  to 
allocation  of  costs? 

Will,  if  I  might  say,  with  regard  to  the  first  proposition 
that  you  put,  if  the  producer  limited  himself  to  his  market 
sharing  position,  there  would  be  no  cost  of  repressuring.  Now, 
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he  wants  to  increase  his  production  and  he  cannot  increase 
his  production  except  at  certain  costs  of  repre^sur ing . 

He  has  been  denied  the  right  to  do  that  except  by  incurring 
these  costs.  How,  those  costs  have  been  imposed,  you  might 
say,  upon  him  because  of  certain  benefits  to  the  public. 

Now,  even  in  that  case  you  might  reasonably  raise  the  question 
of  who  should  pay  those  costs. 

Q,  Yes.  That  is  there  are  two  points  of  view? 

A  Yes. 

Q,  They  are  two  points  of  view? 

A  Yes  • 

Q,  THE  CHAIRMAN:  And  he  gets  the  benefit  and  a  price 

for  something  that  is  otherwise  us oLess ?  He  is  getting  a 
benefit  there? 

A  Yes .  I  think  with  the  passage  of  legislation,  Mr.  Chairman, 
many  things  of  that  kind  happen.  If  the  city  passes  a  zoning 
ordinance  and  permits  a  certain  section  to  be  used  for 
aoartments  or  businesses,  they  give  one  value  to  the  land 
against  what  was  there  before. 

r 

Q,  MR.  BLAMGHARb:  All  right.  We  have  two  propositions 

almost  diametrically  opposed,  as  to  where  the  burden  should 
lie.  Now,  if  the  gas  is  not  dedicated  to  any  particular 
class  of  public,  if  it  is  not  dedicated,  for  instance,  to 
the  Calgary  gas  market  or  to  the  G-as  Company,  now  then,  you 
still  say  that  the  Calgary  G-as  market  should  bear  all  the 
costs  of  repressuring  where  there  is  no  dedication  at  all? 

I  mean,  why  pick  on  them? 

A  Well,  the  only  purpose,  of  course,  of  repressuring  is  that  it 
has  a  value  and  for  the  public. 

Q,  For  the  public? 

A  Yes .  So  there,  actually  by  agreement  or  otherwise,  it  is 
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r  oally  do  dieted  to  the  public. 

Q,  When  you  say  Ttdedicatcd  to  the  public”,  you  mo  an  dedicated  to 
some  useful  purpose  in  the  future? 

A  Yes,  that  is  right,  public  purpose. 

Q.  Not  necessarily  dedicated  to  the  Canadian  Ng stern  Natural  Gas, 
Haat,  Lpght  and  Power  Company? 

A  That  is  right. 

* 

Q,  That  is  right? 

A  That  is  right . 

0,  Because  that  is  where  you  are  trying  to  lay  the  burden  of  costs? 

A  Y o  s  . 

Q,  And  pass  it  on  then  to  certain  consumers?  • 

A  That  is  right. 

Q,  So,  as  wo  said  before,  your  opinion  that  the  incidence  of  cost 
should  rest  on  the  o-as  consumer,  that  is,  the  customers  of  the 
G-as  Company,  is  based  on  the  assumption  that  there  is  a 
dedication  of  that  gas  to  that  particular  plant? 

A  That  is  substantially  so,  Mr*  Blanchard.  I  would  like  to 

explain.  A  company  may,  let  us  take  an  electric  generator 
company,  might  build  a  big  hydro-electric  dam  years  in  advance 
of  when  it  is  actually  going  to  be  used  for  the  market,  you 
see?  They  have  to  build  ahead  of  time,  and  the  dam  takes 
quite  a  bit  of  time  to  build.  The  cost  might  be  charged  to 
existing  markets.  Yet,  let  us  say,  one  of  its  biggest  markets 
might  be  lost  before  that  dam  finally  goes  into  operation. 
Certain  costs  there  have  been  charged  to  that  market  for  that 
dang  you  sec?  It  is  then  what  might  be  reasonably  expected. 
And  I  think  that  is  all  you  can  do  no w,  is  what  you  think 
might  be  the  case, 


and  you  may  be  charging  the  Calgary  consumers 
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today  or  tomorrow  for  the  repressuring  costs,  and  it  develop 
eventually  that  they  do  not  get  the  benefit,  but  L0thbridgc 
or  some  place  else  gets  the  benefit.  But  it  is  to  bo 
reasonably  expected  that  they  will,  I  would  say t hoso cos ts , 
should  be  or  might  be  charged. 

Q,  THE  CHAIRMAN:  Mr*  Zinder,  you  tell  us  an  allocation 

of  costs  on  the  basis  of  benefit  is  unknown  to  you? 

A  Yes,  Mr*  Chairman. 

Q,  You  know  of  no  case  where  that  basis  has  been  used? 

A  I  do  no  t . 

Q,  Would  that  make  it  wrong  to  do  so? 

A  It  would  not  follow,  Mp .  Chairman,  no* 

Q,  You  would  agree  with  the  general  principle  that  where  a  service 
has  been  given  there  would  be  implied  a  right  of  payment  to 
the  person  who  performs  the  servico? 

A  Yes. 


(Go  to  page  5272). 
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0,  If  you  cannot  evaluate  it  scientifically,  then  you  can 

evaluate  it  on  the  basis  *of  service  if  you  do  not  go  beyond 

100$  ? 

A  That  is  right. 

Q,  Of  an  available  surplus  ? 

A  Yes,  that  is  right. 

Q,  And  it  becomes  a  matter  of  personal  judgment  ? 

A  Yes . 

Q,  Within  the  limits  of  the  money  that  you  have  available, 
after  everything  has  been  taken  care  of  ? 

A  That  is  right. 

Q,  Now,  I  want  you  to  assume,  and  I  am  going  to  use  figures 
which  have  no  relationship  whatever  to  Turner  Valley,  but 
it  is  the  Turner  Valley  problem  I  am  thinking  of,  Mr.  Zinder. 
We  have  in  Turner  Valley  three  absorption  plants,  and  they 
have  been  paying  the  total  cost  of  gathering  gas,  and  they 
have  been  flaring  the  balance,  with  the  exception  of  Royalite, 
which  sent  some  of  it  on  to  the  market  when  it  needed  it. 

Then  we  have  legislation,  which  has  this  thought,  that  gas 
which  once  was  flared  before,  or,  rather,  gas  was  flared 
without  ever  going  to  the  absorption  plant  is  now  going  to 
the  absorption  plant,  as  we  will  assume  that  the  absorption 
plant  will  operate  for  the  next  twenty-five  years,  has  a 
life  of  twenty-five  years,  and  as  a  result  of  this  legis¬ 
lation  the  life  of  that  absorption  plant  is  extended  by 
another  twenty-five  years,  and  because  there  is  now  a 
market  for  the  residue  gas  that  absorption  plant  which  had 
its  life  doubled  has  its  cost  of  gathering  reduced  by,  we 
will  say,  30$.'  Now,  that  the  market  has  its  life  extended, 
is  there  any  way  of  allocating  or  rather,  there  is  no 
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scientific  way  of  allocating,  but  wouldn’t  it  be  proper  for 
a  person  to  use  individual  judgment  and  make  some  allocation 
of  the  benefits  which  the  absorption  plant  receives  and  the 
market  receives,  instead  of  putting  the  absorption  plant  in 
the  position  of  having  its  life  doubled  and  its  operating 
costs  cut  down.  Have  I  expressed  it  clearly  enough,  Mr. 
Zinder  ? 

A  I  think  so,  Mr.  Chairman. 


(  G-o  to  Page  5274  ) 
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A  I  think  so,  Mr.  Chairman. 

Q,  I  would  just  like  to  have  your  view  on  it. 

A  Well  my  answer,  Mr.  Chairman,  to  the  question  would  be  that 

first  I  do  not  know  how,  you  try  to  do  it  of  course  scientif¬ 

ically  and  therefore  it  would  be  a  case  of  judgment.  I  would 
still  allocate  on  the  basis  of  costs  maybe  because  I  am  an 
engineer  by  training  and  maybe  because  a  simple  precedent 
does  not  make  the  other  necessarily  wrong.  It  may  be  also 
because  I  would  wonder  whether  those  were  all  the  benefits 
pro  and  con,  you  see.  The  benefits  of  the  Absorption  plant 
as  against  the  benefits  the  consumers  would  received.  I 
could  visualize  as  a  matter  of  administration  that  these 
benefits,  if  I  we re  to  put  it  on  that  base,  might  vary 
considerably  from  tii&e  to  time.  I  would  feel  called  upon 
then  to  maybe  to  have  to  review  the  situation  v„ry  frequently. 
My  own  opinion  would  be  it  does  not  give  a  basis  for,  let 
us  say,  ready  administration. 

0  is  this  not  true  that  no  matter  what  the  allocation  is 

the  Absorption  Plant  is  in  a  better  position  than  it  was 
b  ef ore  ? 

A  Yes,  I  assume  that  it  is,  yes.  Well  it  is  true, 

THE  CHAIRMAN:  Anything  further? 


CROSS-EXAMINATION  BY  MR.  CHAMBERS . 

Q.  There  is  one  question,  maybe  Mr,  Zinder  could  answer  it 
without  referring  to  the  case.  My  understanding  is  in 
the  Hope  case  where  the  subsidiary  of  the  utility  company 
was  to  pay  over  or  to  credit  to  the  utility  everything 
in  excess  of  a  certain  percentage  of  earnings,  the  Commission 
proceeded  on  the  assumption  that  the  utility  company  would 
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have  to  supply  any 

deficiency  if  the  time  arose  when  the 

subsidiary  company 

could  not  operate  at  a  profit. 

A  That  is  right. 


MR.  STEER: 

Is  that  in  the  judgment?  It  is  in  the 

judgment? 


MR.  CHAMBERS: 

Yes.  That  is  all. 

THE  CHAIRMAN: 

Shall  we  adjourn  for  good  or  shall  we 

adjourn  until  2  o’clock?  Is  there  anything  further? 

MR.  MCDONALD:  There  is  one  quest  ion, Mr.  Chambers 

asked  in  regard  to  reading  the  evidence  of  Mr.  Brownie. 


MR.  CHAMBERS: 

You  mean  the  decision  in  the  Hope 

oa  se  ? 


MR.  MCDONALD: 

No.  Mr.  Zinder  was  to  read  Mr.  Brownie’s 

evidence . 


MR.  CHAMBERS: 

I  wonder  if  we  could  adjourn  for  a  few 

minutes  ? 


MR.  STEER: 

I  have  not  the  slightest  doubt  Mr,  Zinder 

will  agree  with  that. 

THE  CHAIRMAN :  I  am  willing  to  come  back  in  the  after¬ 

noon  or  I  am  willing  to  sit  and  finish  now. 


MR.  STEER: 

Could  we  finish  now,  sir? 

MR.  HARVIS: 

If  we  had  a  15  minute  adjournment  now? 

MR.  CHAMBERS: 

I  still  think  we  would  be  through  by 

12.30. 


Q,  THE  CHAIRMAN : 

You  want  to  read  something? 

A  Yes, 


THE  CHAIRMAN: 

Then  we  will  adjourn  and  as  soon  as 

you  are  ready  let  me  know  and  we  will  start  again. 
A  All  right. 

(At  this  stage  there  was  a  short  adjournment.) 
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CROSS- EXAMINATION  BY  MR.  CHAMBERS,  Continued. 

Q  Now,  Mr.  Zinder,  I  understand  in. addition  to  you  being 

present  yesterday  you  have  read  the  questions  and  answers 
on  the  examination  of  Mr.  Brownie  by  myself,  commencing 
at  the  top  of  page  5113  down  to*  and  including  the  second 
line  on  page  5125. 

A  I  have. 

Q  Will  you  give  us  any  observations  you  have  to  make.  Do 
you  agree  in  whole  or  in  part? 

A  I  agree  with  the  answers  given  by  Mr.  Brownie  with  the 

exception  of  w  nting  to  make  one  qualification  or  addition. 
On  page  5119  Mr.  Brownie  was  asked  whether  -  well  I  will 
read  the  question: 

"And  it  might  also  arise  if  two  customers  pay 
similar  prices  for  essentially  different  services, 
would  that  not  be  so?n 

And  later  on,  after  elaborating 
the  question,  he  answers: 

"You  mean  two  customers  that  are  paying  the  same 
rate,  one  for  what  might  be  called  inferior  service 
and  the  other  for  a  superior  service.  Q.  Yes. 

A.  Yes,  that  would  be  discrimination. " 

MR.  STEER:  What  page  is  that? 

A  Beginning  rt  the  bottom  of  page  5119  and  continuing  on 
page  5120.  I  do  not  know  what  Mr.  Brownie  had  in  mind 
by  "inferior”  and  "superior”  services.  My  answer  to  that 
question  would  be  that  two  customers  paying  similar  prices 
for  essentially  different  services,  that  that  would  be 
discrimination.  By  different  services  it  can  be  the 
same  grade  of  service  but  it  would  be  a  different  load 
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factor  for  one  than  the  other  or  a  different  volume  of  one 
to  the  other.  The  statement  of  Mr.  Brownie  about  inferior 
and  superior  implies  grade  of  service  rather  than  the 
characteristic  of  service.  My  anvwer  would  be  that  if  the 
cost  characteristics  differed  and  the  same  price  were 
charged,  in  my  opinion  that  is  discrimination. 

0,  THE  CHAIRMAN:  Would  you  not  have  to  take  value  into 

consideration?  That  is  one  thought  I  had,  one  might  be 
inferior  and  the  other  superior  in  quality  but  they  might 
be  equal  in  value  to  the  individual  customer. 

A  If  they  were  inferior  and  superior  in  quality  that  would 
imply  a  different  cost  of  rendering  the  service  to  them. 

And  if  the  same  rate  were  charged  in  my  opinion  it  would  be 
discrimination.  I  would  not  say  it  would  be  discrimination 

if  the  value  to  these  customers  of  that  service  were  different. 

/ 

With  just  that  comment,  Mr.  Chambers,  I  agree  with  Mr.  Brownie  »s 
answers  to  your  questions. 

MR.  CHAMBERS:  Thank  you. 


DIRECT  EXAMINATION  BY  MR.  MCDONALD . 

Q,  There  is  just  one  matter  I  was  going  to  refer  to  in  regard 

to  Mr.  Blanchard’s  examination.  As  I  recollect  it,  Mr. 
Zinder,  you  did  refer  to  the  crude  oil  producer  restricting 
his  production  to  the  market  sharing  position  for  the  gas 
production. 

A  Yes. 

q  Would  you  give  consideration  to  this,  that  that  would  only 
occur  in  the  event  that  the  price  received  by  that 
producer  for  his  gas  would  approximate  whatever  loss  he 
was  suffering  or  added  expense  that  he  was  incurring  in 
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regard  to  his  crude  oil  operation? 

A  By  limiting  his  output  to  the  equivalent  of  his  market 

sharing  the  producer  loses  certain  advantages  that  he  would 
otherwise  have,  if  he  could  produce  all  he  wanted,  let  us 
say,  at  a  time  when  the  market  price  for  oil  was  high  and 
therefore  his  profits  might  be  large,  he  has  lost  that 
opportunity  of  course  if  he  is  limited  to  his  market 
sharing  position, 

Q,  THE  CHAIRMAN :  Here  is  another  situation  that  might 

very  well  arise.  Supposing  we  discover  another  oil  field 
in  Alberta  comparable  to  Turner  Valley.  The  war  is  over. 
These  two  fields  are  pro-rated  in  the  production  of  oil 
to  the  market  demand.  That  has  happened  before  and  it  can 
happen  again.  Then  if  the  gas  production  happened  to  equal 
the  gas  market  demand,  you  would  have  exactly  Mr,  Blanchard’s 
situation  over  which  the  oil  producers  had  no  control  and 
no  repressuring  would  be  needed. 

A  That  is  right,  Mr.  Chairman. 

THE  CHAIRMAN:  Anything  further?  Then  we  adjourn  until 

the  4th  of  February. 

MR.  CHAMBERS:  Do  we  sit  on  the  week  of  the  11th  of 

February? 

THE  CHAIRMAN:  No,  because  Mr.  Blanchard  has  a  heavy 

oriminal  Appeal  Court,  including  the  Barm 1  Appeal  that 
week,  is  that  not  so,  Mr,  Blanchard? 

MR.  BLANCHARD:  That  is  right, 

M'R.  CHAMBERS:  There  is  this  other  point  too  about 

what  further  evidence  may  be  brought  before  the  Board  as 
a  result  of  the  Court  of  Appeal  decision. 

MR.  STEER:  I  wonder  if  I  can  get  from  my  learned 
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friend  whether  they  are  serious  in  wanting  us  to  produce 
our  balance  sheets  which  are,  of  course,  available  and  if 
they  are  serious  in  wanting  our  Profit  and  Loss  statements. 

A  whole  lot  of  the  information  that  was  asked  for  in  this 
Notice  of  Motion  has  already  been  made  available  and  I 
suggest  that  my  clients*  attitude  will  largely  be  governed 
by  a  statement  as  to  exactly  what  is  required.  It  may  be 
that  we  will  conclude,  if  my  learned  friends  will  tell  us 
exactly  what  they  need,  that  we  can  give  it  to  them. 

MP.  CHAMBERS:  I  would  say  that  is  a  reasonable 

suggestion  and  it  will  save  time  and  expense. 

THE  CHAIRMAN:  Well  I  -hope  you  will  do  this,  I  hope  you 

will  arrange  to  have  enough  to  keep  us  going  on  the  4th,  5th 
and  6th  because  on  that  assumption  I  fixed  another  Hearing 
in  Calgary  for  the  7th  and  I  do  not  want  to  be  here  perhaps 
a  day  and  a  half  with  nothing  to  do. 

MR.  CHAMBERS:  Mr.  Brownie  will  be  available  on  the 

week  of  the  4th? 

MR.  STEER:  Oh  yes. 

MR.  MCDONALD:  I  understand  Mr.  Davies  has  a  statement 

for  that  week. 

MR.  STANLEY  DAVIES:  Just  prices,  that  is  all. 

THE  CHAIRMAN:  That  is  as  far  as  we  can  go  now. 

We  will  sit  again  on  the  4th.  We  might  have  another  hearing 
on  the  week  of  the  11th,  Mr.  Chambers.  We  might  still  be 
engaged  on  another  Hearing  on  the  week  of  the  11th. 

(At  this  stage  the  Hearing  was  adjourned  until  9.50  A.M. 

4th  February,  1946,) 
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